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CHAPTER  I 


INTRODUCTION 

The  purpose  of  this  professional  report  is  to 
extend  the  scope  of  the  coverage  of  presentation  and 
disclosure  Issues  associated  with  financial  statements 
provided  in  the  typical  first  year  account  textbook.  The 
term  disclosure  is  used  as  defined  in  Kohler's  dictionary 
for  Accountants; 

an  explanation,  or  exhibit,  attached  to  a  financial 
statement,  or  embodied  in  a  report  (e.g.,  an 
auditor's)  containing  a  fact,  opinion,  or  detail 
required  or  helpful  in  the  interpretation  of  the 
statement  or  report;  an  expanded  heading  or  a 
footnote . ^ 

Textbooks  written  for  the  beginning  accounting  student 
generally  concentrate  on  the  more  frequently  occurring 
accounting  events  or  activities.  Many  of  the  less  common 
events  or  activities  are  either  described  briefly  or  not 
mentioned  at  all.  In  Chapters  II  through  IV  of  this  report 
thorough  coverage  of  the  disclosure  and  presentation  issues 
associated  with  some  of  these  less  common  events  or 
activities  is  provided.  Examples  from  actual  financial 
statements  are  used  to  Illustrate  the  required  disclosures 
and  the  manner  of  presentation  for  each  event.  Emphasis 
is  placed  on  the  full  disclosure  principle.  Chapter  II 
covers  General  Disclosures.  These  Include  disclosure 
requirements  that  generally  apply  to  all  enterprises, 
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regardless  of  size,  scope  of  operations,  or  Industry 
classification.^  These  disclosures  are  all  made  in  the 
primary  financial  statements.  The  primary  financial 
statements  are  the  balance  sheet,  the  Income  statement, 
and  the  statement  of  changes  in  financial  position.  Chapter 
III  reviews  Extended  Scope  Disclosures.  These  disclosure 
requirements  apply  only  to  enterprises  that  meet  specific 
criteria  relating  to  attributes  such  as  size  or  ownership. ^ 
Chapter  IV  covers  selected  Specialized  Industry  Disclosures. 
"These  requirements  apply  to  only  the  specific  industry 
identified."^  In  these  three  chapters,  each  accounting  event 
is  discussed  in  terms  of  the  disclosure  and  presentation 
requirements  for  each  of  the  financial  statements  affected, 
as  well  as  the  notes  that  accompany  them. 

There  are  five  generally  accepted  forms  of 
supplemental  disclosure  that  are  illustrated  in  the  chapters 
that  follow.  They  are; 

1.  parenthetical  explanations. 

2.  footnotes. 

3 .  supporting  schedules . 

4.  cross  references. 

5.  valuation  accounts.^ 

Parenthetical  explanations  are  annotations  enclosed  in 
parenthesis  after  a  balance  sheet  account.  Since  they 
are  included  in  the  body  of  the  financial  statement  the 
information  is  readily  available  without  having  to  turn 


to  another  page.  An  example  of  a  parenthetical  explanation 
can  be  found  in  the  1984  annual  report  of  TRW,  Inc.  The 
balance  sheet  contains  the  following  Information  under 
current  assets: 

Cash  and  marketable  securities 

(at  cost  which  approximates  market)  $80,662® 

Footnotes  on  the  other  hand  require  the  reader  to  look  up 
the  desired  information  in  the  notes  to  the  financial 
statements.  If  the  amount  of  information  required  is  too 
lengthy  for  a  parenthetical  explanation,  a  footnote  should 
be  used.  A  typical  disclosure  of  this  type  can  be  found  in 
the  19  84  annual  report  of  the  American  Broadcasting 
Companies,  Inc.  The  Statement  of  Consolidated  Earnings 
includes  the  following: 

Per  Share  Earnings  (note  H)  $6.71  $5.45  $5.54 

Then  in  the  notes  to  the  financial  statements  the  corresp¬ 
onding  note  appears  as  follows: 

'^ote  H:  Per  Share  Earnings 

Earnings  per  shara  has  been  computed  based  upon 
the  weighted  average  number  of  shares  outstanding 
during  each  year.  The  approximate  number  of  shares 
used  in  the  computations  were  29,096,0  )0  in  1984, 
29,325,000  in  1983  and  28,900,000  in  19tf2.'^ 

Certain  accounts  appear  on  the  balance  sheet  as  one  line 

entries  but  a  supporting  schedule  is  required  to  provide 

detail  on  the  way  the  figure  was  derived.  For  instance 

the  1982  annual  report  of  the  Campbell  Soup  Company  lists 

inventories  of  $470,385.  The  notes  to  the  financial 

statements  Include  this  supporting  schedule: 


Inventories 

Raw  materials,  containers  and  supplies  $277,951 

Finished  products  279 . 665 

557,616 

Less-Adjustment  of  inventories  to 

LIFO  basis  87.231 

$470,385® 


When  two  accounts  on  the  balance  sheet  have  a  direct 
relationship  that  needs  to  be  highlighted  a  cross  reference 
is  used.  For  example: 

Current  Assets 

Cash  restricted  to  redemption  of 
current  maturing  bonds-see 

current  liabilities  $1,200,000 

Current  Liabilities 

Bonds  maturing  in  the  current 

period-see  current  assets  $1,200,000® 

Finally,  valuation  accounts  are  used  to  adjust  the  carrying 

amount  of  certain  liability  and  asset  accounts  presented  in 

the  financial  statements.  For  instance  a  bond  premium 

(discount)  increases  (decreases)  the  face  value  of  a  bond 

payable.  A  valuation  account  would  be  similar  to  the 

following: 


Equipment  $18,000,000 

Less  accumulated 

depreciation  (1.625. 000^  $16,375,000^® 

Some  of  the  more  common  notes  to  the  financial 


statements  are  examined  in  Chapter  V.  Several  notes  from 
actual  financial  statements  are  used  to  illustrate  the 
method  of  disclosure  and  presentation. 


The  content  and  significance  of  audit  opinions 
are  reviewed  in  Chapter  VI.  Actual  audit  opinions  are 
provided  to  exemplify  the  differences  between  the  types 
of  opinions  that  are  rendered. 

This  report  is  not  all  inclusive.  Though  this 
report  includes  many  of  the  less  common  accounting  events 
or  activities,  it  is  not  inclusive  of  all  of  those  events 
not  covered  in  any  one  accounting  textbook.  Also  the 
reader  is  assumed  to  have  a  basic  understanding  of  accounting 
concepts  and  principles.  Therefore  lengthy  explanations  of 
these  events  are  not  included.  This  professional  report  is 
expected  to  be  useful  as  a  supplement  to  the  typical  textual 
materials  available  for  introducing  students  to  financial 


CHAPTER  II 


GENERAL  DISCLOSURES 

This  chapter  contains  a  discussion  of  several 
different  general  disclosure  requirements.  Included  are: 
adjustments  of  financial  statements  for  prior  periods, 
consolidations,  contingencies,  discontinued  operations, 
extraordinary  items,  and  unusual  or  infrequent  items. 

Adjustments  Of  Financial  Statements 
For  Prior  Periods 

The  requirements  for  the  adjustment  of  financial 
statements  of  prior  periods  are  promulgated  in  APB  Opinions  9 
and  20  and  FASB  Statements  16  and  73.  Prior  year  financial 
statements  are  said  to  be  restated,  but  no  prior  year  annual 
reports  are  reissued.  Rather,  information  from  the  prior 
year  financial  statements  is  included  in  the  current  year 
annual  report  in  order  to  enhance  comparison. 

Adjustment  of  previously  issued  financial 
statements  for  inclusion  in  the  current  year  annual  report  is 
required  in  three  general  cases.  The  first  of  the  three 
general  cases  involves  prior  period  adjustments.  Prior 
period  adjustments  usually  pertain  to  the  correction  of  an 
error  in  a  previous  year's  financial  statements. 

The  second  case  is  adjustments  to  prior  interim  period 
financial  statements  for  changes  related  to  prior  interim 
periods  of  the  current  fiscal  year.  The  third  case  is  in  the 
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event  of  a  change  in  accounting  principle.  Not  all  changes 
in  accounting  principles  require  restatement  of  prior  period 
financial  statements.  The  instances  that  do  include  changes 
in  reporting  entity  and  a  few  special  cases  of  a  change  from 
one  generally  accepted  accounting  principle  to  another.  In 
all  of  these  cases,  except  changes  in  prior  interim  periods 
of  the  current  year,  the  change  is  not  included  in  the 
determination  of  income  for  the  current  year.  Instead, 
adjustments  are  made  directly  to  the  beginning  balance  of 
retained  earnings  for  the  current  year.  For  each  year  that 
adjustments  are  made  the  effect  on  income  before 
extraordinary  items,  net  income,  and  the  related  per  share 


amounts  must  be  disclosed.  Disclosure  is  only  required  in 
the  financial  statements  of  the  period  in  which  the 
restatement  is  made  and  not  in  any  subsequent  financial 
statements . 


Prior  Period  Adjustments 


Errors  can  occur  from  mathematical  mistakes, 
improper  application  of  accounting  principles  or  an  oversight 
or  misuse  of  facts  present  when  the  financial  statements  were 
prepared. ^2  since  a  change  in  an  accounting  estimate  results 
from  new  information  not  available  at  the  time  that  the 
financial  statement  were  prepared,  it  is  not  considered  to  be 
a  correction  of  an  error.  Changes  in  accounting  principles 
are  not  generally  considered  to  be  corrections  of  errors. 
However,  the  correction  of  errors  does  include  changing  from 


an  accounting  principle  that  is  not  generally  accepted  to  one 
that  is  generally  accepted. 

The  nature  of  the  error  must  be  disclosed  in 
the  financial  statements  of  the  period  in  which  it  was 
found  and  corrected. Disclosure  is  accomplished  through  a 
note  to  the  financial  statements.  For  example,  the  1982 
Annual  Report  for  PEPSICO  included  a  restatement  of  prior 
year  financial  statements  to  correct  an  error.  The 
disclosure  of  this  restatement  was  made  in  the  notes  to 
financial  statements  shown  in  exhibit  2-1.  In  addition 
to  the  nature  of  the  error  the  note  includes  the  disclo¬ 
sure  of  the  effect  of  the  correction  on  income  before 
extraordinary  items,  net  income  and  the  related  per  share 
amounts.  These  disclosures  are  shown  via  a  table  within 
the  note. 

In  the  case  of  single  period  financial  state¬ 
ments,  the  corrected  income  statement  is  accomplished  by  an 
adjustment  to  the  beginning  balance  of  retained  earnings. 

By  contrast,  in  comparative  financial  statements  such  as 
PEPSICO'S,  all  pertinent  balances  in  the  affected  prior  years 
must  be  adjusted  to  reflect  the  correction  of  the  error. 
This  is  illustrated  by  comparing  the  1980  and  1981  balances 
in  the  respective  income  statements  for  PEPSICO  in  the  1981 
annual  report  in  exhibit  2-2  with  the  same  years  in  the  1982 
annual  report  in  exhibit  2-3.  Net  sales,  cost  of  goods 
sold,  marketing  and  administrative  expenses.  Interest 


Exft.  2-1.  Disclosure  of  a  restatement  of  prior 
year  financial  statements  and  unusual  item  in  the  notes 
to  th^  financial  statements.  (PepsiCo,  Inc.,  Annual  Report 
1982,  p.  4b.  ) 


NoU  2/llMM«n«nl  and  Unmual  Charg* 

lnOeoefnbar1982nB|MiCocompletedarevie«irofNnancialirragu- 
Ivilies  n  oompany.owned  kxeign  tiollling  oparalions,  pnmarily  in 
Mexioo  and  the  PNIpcinea  As  a  resul  ol  >id  revww  daps  h«« 
been  taken  to  axrect  Iheae  irregUarllies,  pra««nl  lhair  recunanca 
and  temiinale  toe  individuals  responsible. 

The  invesligalion,  oonducled  by  a  task  torce  toal  included  special 
legal  oouttsel  and  independeni  accountanis.  revealed  toal  man¬ 
agers  ol  toese  subsidiaries  working  in  collusion  talsified  documenta 
and  evaded  iniemal  controls  to  overstale  protas  and  toereby  im¬ 
prove  toe  apparem  performance  ol  iheir  operations. 


These  irregularsies  caused  an  oveislalemenlol  assets,  an  under- 
stalemenl  of  kabSilies  and  an  overstalemeni  of  net  income  lor  toe 
period  of  January  1 , 1978  torough  September  4. 1962.  aggregating 
$92:1  mdkon  or  66  percem  of  net  income.  These  adiustmenis  were 
vtahoul  tax  beneM.  As  a  resul  ol  toe  inegularities.  toe  linancial 
stalameies  lor  toe  years  1978  torough  1981  have  been  restated.  A 
reconciliation  of  previously  reported  net  income  and  net  xxxxne  per 
share  to  restated  amounts  is  shown  in  toe  table  below.  The  xnpact 
of  toe  restatement  on  re\«nues  was  not  signiticant  Inierim  Ixiancial 
data  lor  previously  reported  quarters  has  also  been  restated  (see 
quarterly  dsdosure  on  page  38). 


Change  in  Net  Income  and  Net  Income  per  Share: 


nom  takn  (Waordinwy  cTarg*  a 
(xemcuilyiaciaiM 
Otoeaas  nnorna  musng  aom  m 
axxxTw  bakaa  adiaoidnary  cnwet  a 
EwaordawryenaigataasMola  It) 


In  houaarxta  avoapi  kif  par  viara  amounis) 


arama  oar  ahara  Mora  awraoKtnary  charga  a 
pmapuaeraixalad 

Oaoaaaa  n  aopma  oar  aliara  raaiwig 


Raaiaiad  teoms  oar  toaia 

OaloiaawaoKtnafyitoaiga  322 

eeaoronanfcnaiga  z 
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As  a  resul  ol  the  restalemeni  previously  reported  retained  earnaigs 
at  the  beginning  of  1980  has  been  reduced  by  $17, 021, 000  from 
$1 .134,O6ODO0  to  $1 .1 1 7.039,000. 

In  addxxxi  to  xwestigating  laiaixial  irregularities,  the  company  also 
conducted  a  review  of  financial  practices  al  company-owned  lor- 
eign  boltkng  operafrons  As  a  resul  ol  iThs  review,  the  net  assets  of 


certain  operatxins  have  been  reduced  by  an  amount  totaling  $79  4 
milkon.  This  reducfron  pnmarily  involves  a  reassessment  ol  toe 
bottle  and  case  xwentories  required  lor  cuneni  operations,  and 
has  been  accounted  lor  as  an  unusual  charge  to  earnmgs.  without 
tax  beneW.  dunng  the  lounh  quaner  of  1982  The  charge  reduced 
net  xicome  per  share  by  $  83. 


Exh.  2*2.  Income  statement  in  prior  year  annual 
report  for  comparison  witn  restatement  in  current  year  annual 
report  -  see  Exh.  2-3.  {Pepsico,  Inc.,  Annual  Report  1981, 
p.  45 .  ) 


Consolidated  Statement  of  Income 
and  Retained  Earnings 


«ntMOKSn«a>  n  1981  rinannw  t7. 1980  and  OmkiiGO  it.  1979 


RavamiM 
tsiet  sales 

Other  opeialing  revenues 


t«.349J79 

777,484 

7.027.443 


$M71.59e 

703.622 

5,975^20 


$4,468,032 

602.535 

5.090.567 


Costs  and  Eipenaaa 

Cosioisales 

Gael  ol  other  ooerating  revenues 
Marketing,  adimrastraove  and  other  expenses 
mieresl  expense 


2.S38,4»2 

803348 

2.842,088 

143,884 

(44,830) 

8.482,880 

844.483 


2.461.067 

545.419 

2393.663 

114.149 

(31.951) 

5.462.387 

492.833 


2.113.592 

474.129 
2.022.115 

73.121 

(25.520 

4.657,437 

433.130 


Provoxm  tor  Uniled  Stales  arxl  foreign  income  taxes  (including  deferred; 
1961-822.400;  1960-822.800;  1979-825,800)  . . 


Income  Before  Extraordinary  Charge 


333,458 


Extraordlnaiy  Charge 

vwse-off  of  motor  carrier  ooerating  rights 


Net  Income 

Retained  earnings  at  beginning  of  year  . 

Cash  dividends  (per  share:  1961-81.42;  1980-8136;  1979-81 105) 
Retained  eammgs  at  end  of  year  . 


333,458 

1393.184 

(128,844) 

8t*99.979 


1.134,060 

(114,886) 

81393.164 


971.654 

(102.449 

81,134,060 


Net  Income  Par  Share 

Income  before  extraordinary  charge 
Extraordinary  charge 
Nelincome  . 


expense,  provision  for  income  taxes,  income  before 
extraordinary  items,  net  income  and  related  per  share  amounts 
in  the  1982  annual  report  have  been  corrected.  There  is  no 
need  to  adjust  the  beginning  balance  of  retained  earnings  in 
1982  since  it  is  already  correct  due  to  the  restatement  of 
the  prior  years. 

Whether  single  period  or  comparative  financial 
statements  are  used  the  net  effect  is  the  same;  the 
correction  of  the  error  results  in  an  adjusted  beginning 
balance  of  retained  earnings  for  the  current  year. 
Therefore,  net  income  is  determined  only  by  the  events  of 
the  current  year  and  not  affected  by  the  discovery  and 
correction  of  an  error  in  prior  periods.  Note  that  the 
1980  and  1981  columns  in  the  1982  PEPSICO  statements  are 
annotated  by  an  asterisk  which  corresponds  to  a  footnote 
at  the  bottom  of  the  financial  statements.  This  is  to 
further  highlight  the  fact  that  those  years  have  been 
restated.  In  the  case  of  PEPSICO  a  comparative  balance 
sheet  and  a  consolidated  statement  of  changes  in  financial 
position  are  also  provided.  This  means  that  applicable 
prior  period  account  balances  in  these  statements  must 
also  be  corrected.  No  adjustment  is  necessary  to  current 
year  account  balances.  If  historical  summaries  are  presented 
any  prior  period  in  which  an  adjustment  is  required  should 
have  the  applicable  accounts  adjusted  with  disclosure  in  the 


first  pvibllshed  financial  statements  In  which  the  adjustments 
are  made.^^ 


ustments  for  Prior  Interim 


Periods  of  the  Current  Year 

Adjustment  of  prior  Interim  period  financial 
statements  of  the  current  year  are  required  due  to  an 
"adjustment  or  settlement  of  litigation  or  similar  claims,  of 
Income  taxes,  of  renegotiated  proceedings,  or  of  utility 
revenue  under  rate-making  processes."^®  Before  adjustments 
are  permitted  three  criteria  must  be  met. 

1.  The  effect  of  the  adjustment  must  be  material. 

2.  It  must  be  related,  all  or  in  part,  to  a 
prior  interim  period  of  the  current  year. 

3 .  It  could  not  have  been  accounted  for  in  a 
reasonable  manner  at  the  time  the  statement 
was  first  prepared.^® 

Prior  Interim  periods  of  the  current  year  are  restated  as 
necessary  to  reflect  changes  In  Items  of  profit  or  loss 


related  to  that  period.' 


If  the  required  adjustment  is 


related  to  events  In  prior  years  it  Is  used  to  determine 
the  net  income  of  the  first  interim  period  of  the  current 


year. 


Disclosure  will  Include  the  effect  on  Income 


from  continuing  operations,  net  income,  and  the  related 
per  share  amounts. ^ 2 


Certain  accounting  changes  such  as  a  change  In 
reporting  entity  require  a  footnote  disclosure  of  the 
nature  of  and  reason  for  the  change.  The  effect  on  Income 
before  extraordinary  Items,  net  Income,  and  related  per  share 
amounts  must  also  be  provided.  This  Is  done  for  all  periods 
presented  In  the  financial  statements. Other  special 

changes  In  accounting  principles  Include: 

1.  Change  to  or  from  the  "full  cost"  method 

(extractive  Industries) . 

2.  Change  from  LIFO  to  any  other  Inventory 
pricing  method. 

3 .  Change  In  the  method  used  to  account  for 

long-term  construction  contracts. 

4.  Retirement-replacement-betterment  accounting 
to  depreciation  accounting. 

The  disclosures  required  are  the  nature  and  justification 
for  the  change.  The  justification  Is  necessary  to  explain 
why  one  generally  accepted  accounting  principle  Is  preferable 
to  another  generally  accepted  accounting  principle.  Also  the 
effect  of  the  change  on  Income  before  extraordinary  Items, 
net  Income,  and  related  per  share  amounts  must  be  disclosed 
either  on  the  face  of  the  financial  statements  or  In  the 


notes. 25 


For  accounting  changes  In  which  restatement  Is 


statement  had  been  restated.  A  pro  forma  statement  is 
defined  by  Kohler  as: 

1.  A  financial  statement  containing  at  least  In 
part  hypothetical  amounts,  or  no  amounts, 
prepared  to  exhibit  the  form  In  which  data  of 
a  particular  kind  are  to  be  presented. 

2.  A  financial  statement  modified  to  show  the 
effect  of  proposed  transactions  which  have 
not  yet  been  consummated;  an  "as-lf" 
statement. 

Exhibit  2-4  contains  an  excerpt  from  the  consolidated 
statement  of  earnings  of  the  Campbell  Soup  Company  which 
illustrates  this  type  of  disclosure.  For  a  review  of  the 
requirements  for  restating  prior  period  financial  state¬ 
ments  see  exhibit  2-5. 

CONSOLIDATION 

The  requirements  for  the  disclosure  and  presen¬ 
tation  of  consolidated  financial  statements  are  covered  in 
Accounting  Research  Bulletin  43,  chapter  12  and  Bulletin 
51,  as  well  as  in  FASB  Statement  13.  Consolidation  of 
financial  statements  is  required  whenever  one  company  has 
a  controlling  interest  in  one  or  more  other  companies, 
except  under  a  few  circumstances. 27 

Consolidated  statements  are  generally  considered  more 
meaningful  than  separate  statements  when  one  of  the  companies 
either  directly  or  indirectly  has  a  controlling  interest  in 
the  other  companies.  This  is  to  ensure  fair  presentation. 28 
Whether  accomplished  by  the  purchase  or  pooling  of  interest 
method  certain  disclosures  are  required.  First,  the 


Exh.  2-4.  Presentation  of  pro  forma  net  earnings 
on  the  income  statement,  provided  due  to  an  accounting 
change.  (Campbell  Soup  Company,  1982  Annual  Report,  p.  23.) 


ConaoUdatedStatemeniaofEarrUngs 


(000  omitted) 

1M2 

(SZsvMka) 

1981 

(S2«reeks) 

1980 
(53  weeks) 

Net  sales 

$2.944.77» 

S2.797.663 

12.560.569 

Costs  and  expenses 

Coat  of  products  sold 

2.221441 

2.172,806 

1.976.754 

Marketing  and  sales  expenses 

205.700 

256.726 

213,703 

Administrative  artd  research  expenses 

110420 

93.462 

102.445 

Interest -net 

21420 

30.302 

10.135 

2.007410 

2.553496 

2.303.037 

Earnings  before  taxes 

270402 

244.367 

257.532 

Tbxes  on  earnings 

127450 

114.650 

122.950 

Earnings  before  prior  year  effect  of  change  in 

accounting  principle 

140412 

129.717 

134.582 

Prior  year  elfea  of  1980  change  to  UFO  method  of 

inventory  accounting 

(12.927) 

Net  earnings 

Per  share  (based  on  average  shares  outstanding): 

5  140,012 

S  129,717 

$  121.655 

Earnings  before  prior  year  effect  of  change 

in  accounting  principle 

$  4.04 

S  4.00 

1  4.08 

Prior  year  effect  of  1980  change  to  UFO  method  of 

inventory  accounting 

(39) 

Net  earnings 

5  4.04 

S  4.00 

S  3.69 

Pro  Fonm  N«(  Earnings 

AlttMugh  in  accordance  with  generally  accepted  accounting 
prindpies  the  prior  year  couM  not  be  restated  for  the  1980 
change  to  UFO,  these  amounts  report  earnings  as  though 
the  restatement  had  been  made 

Net  earnings  I_1H582 

Net  earnings  per  share  $  4.M  S  4.00  $  4  .08 


The  accompanying  Summary  of  Significant  Accounting  Policies  and  Notes  are  an  integral  part  of  the  finandaJ  statements. 
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consolidation  policy  must  be  disclosed  either  by  the  headings 
of  the  financial  statements,  or  by  other  information  in  the 
financial  statements. ^9  The  principles  of  consolidation 
state  whether  all  subsidiaries,  or  just  certain  subsidiaries 
were  included  in  the  consolidation.  It  also  states  the 
method  of  accounting  for  any  unconsolidated  subsidiaries.  An 
example  of  this  kind  of  disclosure  from  General  Motors'  1983 
annual  report  is  presented  in  exhibit  2-6.  Foreign 
subsidiaries  may  or  may  not  be  included  in  the  consolidation. 
Regardless  of  whether  they  are  included  or  not  adequate 
disclosure  of  foreign  operations  must  be  made. 

Any  intervening  events  that  materially  affect 
the  financial  position  or  results  of  operation  must  also 
be  disclosed.^®  Such  an  intervening  event  is  a  difference 
in  the  fiscal  periods  used  by  the  parent  and  a  subsidiary. 
The  principles  of  consolidation  for  Gulf  +  Western  also 
shown  in  exhibit  2-6  include  the  disclosure  of  a  possible 
intervening  event.  They  provide  a  more  detailed  explana¬ 
tion  of  the  method  of  accounting  for  unconsolidated 
subsidiaries. 

A  subsidiary  whose  principle  business  activity 
is  leasing  property  to  its  parent  or  other  affiliated 
companies  must  be  included  in  the  consolidation. If 
the  parent  follows  specialized  industry  practices  for 
marketable  securities  and  one  or  more  of  its  subsidiaries  do 


Exh.  2-6.  Disclosure  of  principles  of 
consolidation  in  the  notes  to  the  financial  statements. 
(General  Motors,  Annual  Report  1983,  p.  20  and  Gulf+Western 
Industries,  Inc.,  1983  Annual  Report,  p.  44.) 


Principles  of  Consolidation 

The  consolidated  financial  statements  include  the  accounts  of  the  Cor¬ 
poration  and  all  domestic  and  foreign  subsidiaries  which  are  more  than 
50%  owned  and  engaged  principally  in  manufacturing  or  wholesale  mar¬ 
keting  of  General  Motors  products.  General  Motors'  share  of  earnings 
or  losses  of  nonconsolidated  subsidiaries  and  of  associates  in  which  at 
least  20%  of  the  voting  securities  is  owned  is  generally  included  in  con¬ 
solidated  income  under  the  equity  method  of  accounting. 


IVinciples  of  Conrolidadon 
The  consolidated  financial  statements  include  the 
accounts  of  Gulf-i-Westem  Industries,  Inc.  and  its  signifi¬ 
cant  majority-owned  affiliates  other  than  its  finance  sub¬ 
sidiary  (Company).  The  accounts  of  certain  foreign 
subsidiaries  are  consolidated  as  of  and  for  periods  differ¬ 
ent  from  those  of  the  Company,  which  praaice  has  no 
material  effect  on  the  consolidated  financial  statements. 
The  Company’s  investments  in  its  unconsolidated 
finance  subsidiary  and  20-50%  owned  investees  are  car¬ 
ried  on  the  equity  basis.  The  equity  in  earnings  before 
income  taxes  and  foreign  exchange  gains  or  losses  of  the 
20-50%  owned  investees  is  included  under  the  heading 
“Other  Income."  The  income  taxes  and  foreign  exchange 
adjustments  of  the  unconsolidated  finance  subsidiary 
and  investees  are  included  in  the  provision  for  income 
taxes  and  selling,  general  and  administrative  expenses, 
respeaively.  Investments  in  other  corporate  securities  are 
carried  at  amounts  not  in  excess  of  cost. 


not,  the  recjuired  disclosures  for  each  practice  must  be 

made. 

Exhibit  2-2  and  2-3  are  both  examples  of 
consolidated  income  statements.  The  amount  of  minority 
interest  appears  on  the  income  statement  as  income  from 
continuing  operations  net  of  taxes  and  in  the  statement 
of  changes  in  financial  position  as  a  source  of  working 

capital  from  continuing  operations.  These  presentations 
are  shown  in  exhibit  2-7.  If  a  subsidiary  is  sold  during 
the  year  it's  revenue  and  expenses  are  not  included  in 

the  income  statement.  Though  identified  separately,  the 
parent's  equity  in  the  earnings  of  the  subsidiary  prior 
to  its  sale  are  included. If  the  svibsidiary  was  a  business 
segment  then  disclosure  follows  the  requirements  for  discont¬ 
inued  operations  which  are  covered  later  in  this  chapter. 

Contingencies 

A  contingency  exists  whenever  there  is  a  possibili¬ 
ty  of  a  gain  or  loss  in  the  future  depending  upon  the 

occurrence  of  some  event. The  disclosure  of  contingencies 
is  promulgated  in  FASB  Statements  5,  16,  and  38  and  FASB 

Interpretations  14  and  34.  Contingencies  are  handled 


differently  depending  on  whether  they  involve  a  gain  or  loss. 


Exh.  2-7.  Disclosure  and  presentation  of  minority 
interest  in  the  income  statement,  the  statement  of  changes 
in  financial  position,  and  the  notes  to  the  financial  state¬ 
ments.  (Bell  &  Howell,  1984  Annual  Report,  pp.  9-15) 


Earnings  Irom  continuing  operations  before  taies 

Taxes  on  mcome; 

46,667 

41.636 

31.266 

Provision  kx  the  year 

16,654 

17,002 

12.721 

Reversal  of  DISC  deferred  taxes 

(4.465) 

— 

— 

12,169 

17.002 

12,721 

34,478 

24.634 

18.547 

Mtrxmty  Interest 

1,431 

— 

— 

Earnings  from  continuing  operations 

33,047 

24.634 

18.547 

Earnings  (loss)  from  disconlirtued  operatxxrs 

— 

9,342 

(21.477) 

Extraordinary  credit 

— 

7.215 

— 

Net  earnings  (loss) 

S  33,047 

S  41.191 

$  (2.930) 

(Ooiian  m  (houianas) 

1984 

19B3 

1982 

Sources  of  working  capital: 

Conlxiuing  operations 

Earnings  from  operations 

S  33,047 

$  24.634 

5  18.547 

Provision  for  deprecialion 

13,198 

11269 

10.161 

Provision  (credit)  for  deferred  income  taxes 

(2.310) 

773 

278 

Minority  interest 

1,431 

— 

— 

45,366 

36.676 

28.986 

Proceeds  Irom  long  term  debt 

49,500 

— 

14,200 

Net  proceeds  from  the  sale  of  DeVRV  I4C.  slock 

— 

17,521 

— 

Increase  in  deferred  compensation 

174 

3.425 

1,378 

Disposals  and  adjustments  of  property,  plant  and  egtapmenl 

2,016 

4.360 

1.770 

Other— net 

6,059 

3.816 

(4,496) 

Total  sources 

103,117 

65.798 

41.838 

Principles  of  Consolidation.  The  consolidated  financial  statements 
include  all  subsidiaries  except  the  joint  venture  and  financing 
subsidiary  described  in  Note  C.  which  are  accounted  for  on  the  equity 
basis.  Minority  interest  represents  the  minority  shareholders’ 
proportionate  share  of  the  equity  of  DeVRY  INC.,  a  subsidiary  which 
sold  approximately  15%  of  its  common  stock  in  a  public  offering  in 
December  1983.  The  company’s  equity  in  the  net  assets  of  DeVRY 
after  the  sale  of  its  common  stock  exceeded  the  carrying  amount 
of  its  investment.  The  gain  of  $6,917  which  is  net  of  income  taxes  of 
$3,468  was  credited  to  capital  surplus. 


Gain  contingencies  are  not  included  in  the  body 
of  the  financial  statements.  Including  them  might  be 
misleading  since  revenue  is  not  to  be  recognized  until  it 
is  realized.  Instead,  the  nature  of  the  gain  contingency 
is  disclosed  in  the  notes  to  the  financial  statements. 
The  amount  of  the  gain  contingency  is  only  included  when 
it  can  be  done  without  being  misleading. 

Loss  Contingencies 

Loss  contingencies  require  much  greater  considera- 
ation.  A  loss  contingency  occurs  when  a  liability 
or  the  impairment  of  an  asset  may  transpire.  The  first 
consideration  in  the  treatment  of  a  loss  contingency 
is  the  likelihood  of  its  confirmation  which  is  defined  as 
follows: 

1.  Probable  -  The  future  event (s)  are  likely  to 
occur. 

2.  Reasonably  possible  -  The  chances  of  the 
future  event (s)  occurring  are  between  remote 
and  less  than  likely. 

3.  Remote  -  There  is  slight  chance  of  the  future 
event (s)  occurring.^® 

A  loss  contingency  is  recognized  as  a  charge  to  income 
only  when  it  meets  two  criteria.  First,  it  must  be  known 
to  be  probable  prior  to  the  financial  statements  being 
issued  and  second,  the  amount  of  the  loss  must  be  esti¬ 
mable  in  a  reasonable  manner, 
permissible  if  necessary. 


A  range  of  estimates  is 
Even  if  a  loss  contingency 


Is  accrued  In  the  financial  stateioents  the  nature  of  the 
loss  and  the  estimate  are  disclosed  In  the  notes  to  the 
financial  statements.  If  no  accrual  Is  made,  the  nature 
of  the  loss  Is  still  disclosed  In  the  notes  with  either 
the  amount  of  the  estimate  or  a  statement  that  It  cannot 
be  reasonably  estimated. A  rule  of  thumb  for  accruing 
loss  contingencies,  If  there  Is  a  range  of  estimates.  Is 
to  select  the  amount  within  the  range  which  Is  most  probable. 
If  no  one  amount  Is  more  likely  than  another  then  the  lowest 
amount  In  the  range  Is  used.  This  Is  because  the  actual 
amount  can  reasonably  be  expected  to  be  no  lower  than  that 
amount.®®  In  a  case  such  as  this,  the  notes  to  the  financial 
statements  will  contain  a  disclosure  of  the  highest  estimated 
loss  that  Is  reasonably  possible.  This  Is  to  fully  disclose 
any  possibility  of  a  loss  beyond  that  accrued  In  the 
financial  statements  and  to  avoid  misrepresentation. 

In  the  case  of  a  loss  or  possible  loss  contin¬ 
gency  arising  after  the  date  of  the  financial  statements  but 
before  they  are  Issued,  disclosure  In  the  notes  to  the 
financial  statements  Is  required.  Again,  the  nature, 
estimate,  or  range  of  estimates,  or  a  statement  that  an 
estimate  cannot  be  reasonably  made  must  be  Included.  If 
an  estimate  can  be  made,  pro  forma  data  on  the  contingency 
can  be  added  to  the  historical  financial  statements.^® 

An  exception  to  the  probability  criteria  Is  a 
guarantee  that  generally  falls  under  the  remote 
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classlfiatlon.  Disclosure  Includes  the  nature  and  the  amount 
of  the  guarantee  as  well  as  the  amount  of  any  recovery  if  it 
can  be  estimated. Regulated  enterprises  such  as  public 
utilities,  common  carriers,  and  insurance  companies  can 
accrue  loss  contingencies  without  considering  the  two 
qualifications  discussed  earlier.  They  must  disclose  the 
accounting  policy,  nature  of  the  accrual,  and  the  basis 
for  the  estimate,  as  well  as  the  amount  of  any  related 

balance  sheet  accounts. 

It  is  permissable  for  an  enterprise  to  appropri¬ 
ate  a  portion  of  retained  earnings  for  loss  contingencies. 
If  an  enterprise  does  this,  the  appropriation  must  be 
appropriately  labeled  and  Included  in  the  stockholder's 
equity  section  of  the  balance  sheet. 

As  discussed  in  the  section  on  prior  period 
adjustments,  if  an  estimate  proves  to  be  incorrect,  including 
the  accrual  of  a  loss  contingency,  no  adjustment  of  prior 
period  financial  statements  is  necessary.  All  that  is 
required  in  this  case  is  that  the  possible  contingency  was 
adequately  disclosed  at  the  time.  If  an  acquired  firm  had 
any  type  of  contingency  prior  to  the  business  combination, 
the  amount  of  the  contingency  is  included  in  the  purchase 
allocation.  The  acquisition  must  have  been  accounted  for  by 
the  purchase  method  and  the  contingency  must  have  existed 
prior  to  the  completion  of  the  acquisition.  The  contingency 
is  either  carried  at  fair  value  or  an  amount  determined  in 


•• 
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accordance  with  the  two  rules  stated  earlier  from  FASB 


Statement  No.  5,  par.  8.  Subsequent  adjustments  are  included 
in  net  income  at  the  time  of  the  adjustment. Exhibit  2-8 
shows  the  footnote  disclosure  for  a  contingency  that  was  not 
accrued.  If  it  had  been  accrued  it  would  be  a  charge  to 
income  on  the  income  statement.  Its  exact  position  on 
the  income  statement  depends  on  whether  it  was  considered 
to  be  extraordinary,  unusual,  etc.,  in  nature. 

Discontinued  Operations 

The  presentation  and  disclosure  requirements 
for  discontinued  operations  are  promulgated  in  APB  Opinion 
No.  30  and  the  AICPA  Interpretation  of  that  opinion.  The 
method  of  handling  discontinued  operations  depends  on  whether 
it  is  a  business  segment  or  not.  The  discontinuation  of  a 
product  line  or  a  part  of  a  line  of  business  does  not 
constitute  a  discontinued  operation  of  a  business  segment  and 
therefore  is  not  included  separately  in  the  income  statement. 
If  less  than  a  business  segment  is  disposed  of,  such  as  a 
line  of  business,  it  is  not  identified  separately  on  the  face 
of  the  income  statement  but  is  reported  in  a  note.  Gain 
(loss)  on  disposal  and  revenue,  costs  and  expenses  of  the 
line  of  business  are  included  in  the  note.  Also  earnings  per 
share  data  should  be  disclosed. 

"Discontinued  operations  are  the  operations  of 

I 

I 


a  segment  of  a  business  that  has  been  sold,  abandoned, 
spun-off,  or  otherwise  disposed  of,  or  if  still  operating. 


Exh.  2-8.  Disclosure  of  a  contingency  in  the  notes 
to  the  financial  statements.  (Church's  Fried  Chicken,  Inc., 
1984  Annual  Report,  p.  31.) 


5.  CoadngmciM 

The  compeny  i*  defending  litigation,  commenced  in  1981.82,  in  which  the  fonner  operator  of 
seven  franchised  stores,  and  one  of  its  investors,  are  seekmg  to  recover  actual  damages  in  ex¬ 
cess  of  $38,000,000  and  punitive  damages  in  excess  of  $16,000,000  for  alleged  fraudulent  iiuscon- 
duct  in  coiuiection  with  the  franchising  of  stores  in  Utah.  In  1^  a  former  officer  of  the  company 
filed  a  lawsuit  against  the  company  and  one  of  its  officers,  seeking  to  recover  actual  damanes  of 
$10,000,000  snd  punitive  damages  of  $10,000,000  for  alleged  defamation  and  breach  of  comract. 
The  company  is  defending  various  other  lawsuits  and  claims  generally  incidental  to  its  business. 
Management  believes  that  the  ultimate  disposition  of  these  matters  will  have  no  substtntial  ef¬ 
fect  on  the  company. 


For  a 


is  the  subject  of  a  formal  plan  for  disposal."^® 
definition  of  business  segment  see  Chapter  III  on  Segment 
of  Business  Reporting.  Two  dates  are  important  in  reporting 
the  results  of  discontinued  operations.  The  first  is  the 
measurement  date — the  date  that  a  formal  plan  for  disposal  or 
sale  of  a  business  segment  is  approved  by  management.  The 
second  is  the  disposal  date — when  the  disposal  or  sale  is 
made  final. 

Discontinued  operations  are  listed  separately 
from  continuing  operations  on  the  income  statement.  They 
are  located  after  continuing  operations  and  before 
extraordinary  items  and/or  accounting  changes  if  there 
are  any.^®  The  disclosure  of  discontinued  operations  in 
the  financial  statements  consists  of  two  components: 
income (loss)  from  operation  of  a  discontinued  segment  and 
gain (loss)  on  disposal  of  the  segment,  including  a  provision 
for  operating  loss  during  the  phase-out  period.  The  first 
component  consists  of  gain (loss)  from  operation  of  the 
discontinued  segment  from  the  beginning  of  the  calendar  year 
to  the  measurement  date.  The  second  component  includes  the 
gain (loss)  on  disposal  of  the  segment  adjusted  by  the  results 
of  operations  during  the  phase-out  period.  The  phase-out 
period  is  the  period  between  the  measurement  date  and 
disposal  date  (see  exhibit  2-9) .  In  the  simplest  case,  the 
measurement  date  and  disposal  date  occur  in  the  same  year. 
However,  disposal  may  not  take  place  until  the  following 


Exh.  2-9.  Time  line  illustration  of  disposal  dates 
during  and  after  the  end  of  the  current  year,  respectively. 
(Delaney  et  al.,  GAAP  Interpretation  and  Application,  pp. 
52-53 .  ) 


Beginning  Measurement  Disposal  End  of 

of  year  date  date  year 


Phase-out  period 

A - ► 

-  B - ► 

Beginning  Measurement  End  of  Disposal  End  of 

of  year  date  year  1  date  year  2 


1 _ 1 _ 

1 

*  c  *\ 

1  ^  pv  ^ 

R«ilized  gain  (toss) 

Estimated  gain 

on  disposal  (loss)  on 


This  requires  that  an  estimate  be  made  of  the 


year.^® 

gain (loss)  on  disposal  for  each  year.  In  either  case  if  the 
gain (loss)  can't  be  estimated  this  fact  must  be  disclosed  in 
notes  to  the  financial  statements. 

In  addition  to  separate  disclosure  of  the  results 
of  discontinued  operations  in  the  income  statement,  the 
related  earnings  per  share  amounts  should  be  presented 
separately  from  continuing  operations  either  in  the  notes  or 
on  the  face  of  the  income  statement.  Separate  amounts  are 
provided  for  each  component  that  is  discontinued  operations 
and  gain (loss)  on  disposal  of  a  business  segment. 

Other  required  disclosures  in  the  notes  to  the 
financial  statements  include: 

1.  Identity  of  the  business  segment  to  be 
disposed  of. 

2.  Expected  date  of  disposal. 

3.  Nature  of  disposal. 

4.  Description  of  the  remaining  assets  and 
liabilities  on  the  balance  sheet  date. 

5.  Income (loss)  from  operations  and  other 
proceeds  from  the  disposal  of  the  segment 
from  the  measurement  date  to  the  balance  sheet 
date. 

Disclosure  of  item  4.  can  be  achieved  by  listing  these 
items  separately  on  the  balance  sheet. Prior  year 
figures  can  be  restated  to  show  the  discontinued  segment's 
contribution  separately  from  continuing  operations  for 
comparative  purposes.  In  the  case  of  a  disposal  of  a 

business  segment  in  the  current  year,  when  the  measurement 


date  was  in  the  prior  year,  and  the  estimate  made  in  that 


prior  year  requires  adjustment,  then  disclosure  of  the 
year  of  origin,  nature,  and  amount  of  the  adjustment  must 
be  made. Exhibit  2-10  shows  the  typical  disclosure  in 
the  income  statement  and  statement  of  changes  in  financial 
position.  The  two  components  of  discontinued  operations 
are  located  between  income  from  continuing  operations  and 
extraordinary  items.  Note  that  discontinued  operations 
are  listed  separately  from  continuing  operations  as  a 
source  of  funds  on  the  statement  of  changes  in  financial 
position.  The  note  disclosure  in  exhibit  2-11  is  more 
lengthy  than  the  typical  note  of  this  type  but  it  serves 
to  illustrate  all  the  required  disclosures. 

Extraordinary  Items 

The  disclosures  for  extraordinary  items  are 
promulgated  in  APB  Opinions  9,  11,  16,  and  30;  and  FASB 
Statements  4  and  44.  An  extraordinary  item  is  an  event 
or  transaction  that  is  characterized  by  two  requirements. 
It  must  be  both  unusual  in  nature  and  infrequent  in 
occurrence.  A  transaction  would  be  considered  unusual  if 
it  is  unrelated  to  the  enterprise's  ordinary  activities. 
If  the  transaction  would  not  be  expected  to  reasonably 
occur  again  in  the  near  future  then  it  is  considered  to 
be  infrequent  in  occurrence.®^ 

Extraordinary  items  are  presented  separately  on 


the  income  statement  from  other  forms  of  income. 


The 


Exh.  2-10.  Presentation  of  discontinued  operations 
in  the  income  statement  and  the  statement  or  changes  in 
financial  position.  (Adams  Resources  &  Energy,  Inc.,  1983 
Annual  Report,  pp.  11-13.) 


EARNINGS  (LOSS)  FROM  CONTINUING  OPERATIONS 


BEFORE  INCOME  TAXES 

5,624 

(106) 

(1.977) 

INCOME  TAX  BENEFIT  (PROVISION) 

(1.576) 

- 

1,018 

EARNINGS  (LOSS)  FROM  CONTINUING  OPERATIONS 

4,048 

(106) 

(959) 

LOSS  FROM  DISCONTINUED  COAL  OPERATIONS, 

net  of  income  tax  beneSts 

(9,673) 

(38.152) 

ESTIMATED  LOSS  ON  DISPOSAL  OF  COAL  ASSETS 

(1.940) 

— 

EXTRAORDINARY  ITEM,  utilization  of  net  operatins  loss 

carryforward 

1.576 

- 

EARNINGS  (LOSS)  FROM  DISCONTINUED  COAL 

OPERATIONS 

1,576 

(11.613) 

(38.152) 

NET  EARNINGS  (LOSS) 

5,624 

(11.719) 

(39,111) 

DIVIDENDS  ON  REDEEMABLE  PREFERRED  STOCK 

(430) 

(430) 

(430) 

EARNINGS  (LOSS)  TO  COM.MON  SHAREHOLDERS 

5,194 

$(12,149) 

1(39,541) 

EARNINGS  (LOSS)  PER  SHARE: 

Earning]  (Ion)  from  continuing  operation] 

t 

59 

$  (.09) 

$  (.24) 

Earning]  (Ion)  from  ducontinued  operation] 

.26 

(1.96) 

(6.54) 

Net  earning]  (lou) 

r 

.85 

$  (2.05) 

S  (6.78) 

T»»i»  D«c«ailm  31. 


FINANCIAL  RESOURCES  WERE  PROVIDED  BY; 
Continuing  operatiom  — 

Earning]  (losj)  from  continuing  operation] 
Depreciation,  depletion  and  amortization 
Deferred  income  tax  proviiion 
Oil  and  ga]  property  abandonment] 

Other,  net 


Ducontinued  operatiotu  — 

Lou  from  dircontinued  operatioiu 
Utilization  of  net  operating  lo]]  carryforward 
Depreciation,  depletion  and  amortization 
Eitimated  future  lou  on  dixpotal  of  auet] 
Deferred  income  tax  beneSt 
Property  and  equipment  abandoiunent] 
Proviiion  for  Ion  on  coal  arret] 


Working  capital  generated  by  (used  in)  operations 
Change  in  net  airetr  of  dircontinued  operation] 
Addition]  to  long-term  debt 
Property  and  equipment  retirement] 
luuance  of  common  ]tock  and  warrant] 


198S 

1»SI 

t  4,048 

.♦  (106) 

$  (959) 

2,090 

2,165 

2,154 

90 

— 

627 

62 

L533 

3,555 

(100) 

(335) 

^391) 

6,190 

3^57 

4,986 

(11,613) 

(38,152) 

1,576 

— 

— 

1,562 

3,830 

1,940 

— 

(90) 

- 

(2,941) 

— 

9,016 

.. 

360 

22,500 

1,486 

(7,751) 

(5,747) 

7.676 

(4.494) 

(761) 

(18) 

9^57 

665 

1,999 

3,739 

6,700 

2,100 

776 

322 

2,083 

54 

4,918 

32 


Exh.  2-11.  Disclosure  of  discontinued  operations 
in  the  notes  to  the  financial  statements.  (Adams  Resources 
&  Energy,  Inc.,  1983  Annual  Report,  p.  16-17.) 


(3)  Coal  Operations 

Elffective  December  31,  19S2,  the  Company  s  board  of  directors  made  a  decision  to  discontinue 
its  coal  operations  due  to  the  continuing  losses  and  the  lack  of  favorable  economic  conditions  which 
could  improve  the  Company's  possibilities  of  entering  into  a  joint  venture  agreement  to  operate  the 
coal  companies.  The  Company  had  previously  announced  its  intention  to  sell  or  joint  venture  its 
entire  coal  operations.  However,  to  date,  the  Company  has  only  sold  certain  of  its  coal  assets. 

In  the  course  of  its  discussions  with  prospective  joint  venture  partners  and  purchasers  of  its  coal 
properties,  Company  management  concluded  that  the  ultimate  realizable  value  of  its  coal  operations 
was  substantially  less  than  its  recorded  value.  Thus,  effective  December  31.  1981,  the  Company 
recorded  a  $22,500,000  provision  for  possible  loss  on  the  disposition  of  its  coal  assets.  The  reserve  for 
loss  was  determined  based  on  management's  best  estimate  of  the  fair  market  value  of  its  coal  assets  at 
April  23, 1982.  Furthermore,  effective  December  31. 1981.  the  Company  charged  against  coal  operating 
costs  the  balance  of  approximately  $8,900,000  of  unamortized  capitalized  development  expenditures 
incurred  on  the  Company's  Illinois  coal  property  and  of  unrecovered  advance  royalties  recorded  on 
certain  Kentucky  coal  leases.  The  realizable  value  of  the  assets  remaining  at  December  31,  1982,  were 
reevaluated,  and  an  additional  $360,000  provision  for  possible  loss  on  the  dispositioa  of  these  assets  was 
recorded. 

As  a  result  of  the  currently  depressed  state  of  the  coal  industry,  it  is  difficult  to  estimate  the 
amount  which  will  be  realized  from  the  Company's  remaining  coal  assets.  However,  there  have  been 
no  additional  provisions  for  possible  loss  subsequent  to  December  31.  1982,  and  management  is  of  the 
opinion  that  the  recorded  value  of  the  Company's  coal  assets  at  December  31,  1983,  will  be  realized. 
In  the  event  that  actual  amounts  differ  from  the  estimates,  adjustments  will  be  made  to  discontinued 
operations  at  that  time. 


Exh.  2-11.  Continued 


Tike  results  of  operations  of  the  coal  companies  for  the  two  years  ended  December  31,  1962  are 
reflected  in  the  consolidated  statement  of  operations  as  loss  from  discontinued  coal  operations  as 
follows  (in thousands): 


r*mt  EaM  OmmlMr  31. 

19tt 

IWl 

Revenues 

110.304 

$40,233 

Less- 

Costs  ind  expenses 

19.803 

57.406 

Provision  for  loss  on  coal  assets 

300 

22.500 

Estimated  loss  on  disposal  of  coal  assets 

1.940 

_ 

Income  tax  bene6l 

(276) 

(1J21) 

Loss  from  discontinued  coal  operations 

$11,613 

$38,152 

Tike  estimated  loss  on  disposal  of  the  coal  operations  includes  all  anticipated  expenses,  net  of  any 
revenues,  subsequent  to  December  31, 1962,  until  such  time  as  all  assets  have  been  sold  or  abandoned. 
This  anticipated  loss  primarily  includes  future  minimum  royalty  payments,  interest  expense,  costs  of 
reclamation  and  general  and  administrative  costs. 

like  Company  recognized  $1,576,000  of  extraordinary  income  from  discontinued  operations  during 
tike  year  ended  December  31, 1963.  The  extraordinary  item  relates  to  the  utilization  of  a  portion  of  the 
coal  operations'  net  operating  loss  carryforward  as  an  offset  to  the  income  tax  provided  on  the  earnings 
from  oontinuing  operations. 

The  assets  and  liabilities  of  the  discontinued  operations  have  been  reclassified  on  the  balaikce 
sheet  from  the  hi.storic  classifications  to  separately  identify  them  as  net  assets  of  discontinued 
operations.  Condensed  balance  sheet  information  for  the  coal  companies  as  of  December  31,  1962 
and  1983  is  as  follows  (in  thousands); 

DaoabwSl. 


1»«3 

ItM 

Current  assets 

$1£}1 

$  761 

Property,  plant  and  e<iuipment.  net 

5.723 

9,068 

Notes  receivable  and  other  assets 

900 

1,800 

7.854 

11,649 

Current  liabilities 

1.033 

3,020 

Other  liabilities 

1.954 

3,780 

2.987 

6,800 

Net  assets  of  discontinued  operations 

$4,867 

$  4.849 

The  Company  has  entered  into  contracts  with  independent  contracton  whereby  the  contncton 
will  mine  certain  remaining  coal  reserves  of  the  Company.  The  contracton  will  min^  thei>e  reserves 
using  their  own  employees  and  equipment  and  will  pay  the  Company  a  royalty  with  respect  to  the 
tonnage  of  coal  produced.  The  Company  made  no  capital  expenditures  for  this  division  during  1963. 


caption  ''Income  before  extraordinary  items"  is  used. 
Each  extraordinary  item  is  listed  separately  net  of  tax 


effects  under  the  general  title  "Extraordinary  Items." 
If  present,  discontinued  operations  are  presented  before 
extraordinary  items  and  accounting  changes  are  presented 
after.  The  applicable  amount  of  tax  is  noted  parenthetically 
after  each  extraordinary  item  or  in  the  notes  to  the 
financial  statements.  The  nature  of  each  extraordinary 
item  must  be  disclosed.  Earnings  per  share  amounts  must 
also  be  disclosed. 

Exhibit  2-12  contains  an  example  of  the 
presentation  of  extraordinary  items  on  the  income  statement 
and  the  statement  of  changes  in  financial  position.  The 
required  per  share  amounts  are  shown  at  the  bottom  of  the 
income  statement. 


Unusual  or  Infrequent  Items 
APB  Opinion  30  and  AICPA  Accounting  Interpreta¬ 
tion  of  Opinion  30  also  cover  unusual  or  infrequent  items. 
An  item  that  is  either  unusual  or  infrequent  but  not  both 
must  be  presented  as  a  separate  item  of  income  (loss)  from 
operations  in  the  income  statement. It  is  not  displayed 
net  of  taxes.  The  nature  and  financial  effect  of  each 
such  item  is  disclosed  either  on  the  face  of  the  income 
statement  or  in  the  notes  to  the  financial  statements. 
Items  that  are  of  a  similar  nature  and  are  not  material  by 
themselves  should  be  aggregated  and  listed  as  one  item. 


Exh.  2-12.  Presentation  of  extraordinary  items  in 

the  income  statement  and  the  statement  of 

changes 

in  financial 

position.  (The  Proctor  &  Gamble 
pp.  21-23.) 

Company , 

1983  Annual  Report, 

EARNINGS  FROM  OPERATIONS 

BEFORE  INCOME  TAXES 

1,550 

1,399 

1.186 

INCOME  TAXES 

684 

622 

518 

net  earnings  from  operations 

(before  Extraordinary  charge) 

Extraordinary  charge — costs  associated 
with  the  suspension  of  sale  of  Rely 
tampons  (less  applicable  tax  relief 

866 

777 

668 

of  $58)  . 

— 

(75) 

NET  EARNINGS 

$  666 

$  777  $ 

593 

SOURCE  OF  FUNDS 

1983 

1982 

1981 

Net  earnings  from  operations  . 

$  866 

$  777 

$  668 

Depreciation  and  depletion  . 

311 

267 

237 

Deferred  income  taxes  . 

44 

83 

67 

Total  fiom  operations . 

1,221 

1,127 

972 

Extraordinary  charge 

— 

— 

(75) 

Increase  in  long-term  debt . 

216 

90 

80 

Decrease  in  inventories  . 

62 

8 

41 

Increase  in  debt  due  within  one  year . 

22 

26 

(134) 

Increase  in  other  current  liabilities  . 

157 

164 

88 

Earnings  per  share  for  unusual  and  infrequent  items  are 
not  shown  on  the  face  of  the  income  statement.  An  example 
of  a  non-recurring  (infrequent)  item  is  provided  in  exhibit 
2-13.  Exhibits  2-1  and  2-3  show  the  disclosure  of  an  unusual 
item  in  the  notes  and  the  income  statement. 


Exh.  2-13.  Presentation  of  a  nonrecurring  item  in 
the  income  statement  and  disclosure  in  the  notes  to  the 
financial  statements.  (Varian  Associates,  Inc.,  1983 
Annual  Report,  pp.  22-27.1 


\karf  Ended  September  50. 


(Dollars  In  thousands  except  per  share  amounu) 

1903 

1982 

1981 

SALES 

1760,250 

1691.199 

*638.357 

OPERATING  COSTS  AND  EXPENSES 

Cost  of  sales 

Research  and  development 

Marketing 

Cenetal  and  administrative 

498,904 

50,197 

84,692 

58,603 

460,579 

41.315 

85,108 

51.033 

438.862 

38.647 

81,683 

41,655 

Ibtal  operating  costs  and  expenses 

692.396 

638.035 

600.847 

OPERATING  EARNINGS 

Interest  expense 

Interest  Income 

67.854 

(12.012) 

12,011 

53.164 

(14,107) 

1.783 

37,510 

(20.386) 

1,258 

EARNINGS  FROM  CONTINUING  OPERATIONS  BEFORE  NON  RECURRING 
CREDITS  (CHARGES)  AND  TAXES  (BENEFITS) 

Non-recurring  credits  (charges) 

67,853 

4.538 

40,840 

18.382 

(19,452) 

EARNINGS  (LOSS)  FROM  CONTINUING  OPERATIONS  BEFORE 

TAXES  (BENEFITS) 

Ikxes  (Benefits)  on  earnings  (loss) 

72.391 

27,510 

40,840 

14,340 

(1.070) 

(3,240) 

earnings  from  continuing  OPERATIONS 

Loss  from  discontinued  operations,  net  of  taxes 

44.881 

26,500 

2,170 

(5.724) 

NET  earnings  (LOSS) 

t  44,881 

t  26,500 

1  (3,554) 

EARNINGS  (LOSS)  PER  SHARE— FULOT  DILUTED 

Continuing  operations 

Discontinued  operations 

$  2.14 

1  1.47 

*  .14 

(.36) 

NET  EARNINGS  (LOSS)  PER  SHARE— FULLY  DILUTED 

t  2.14 

t  1.47 

»  (22) 

See  sccomptoying  noret  to  the  coMolldated  finincUl  Mateinenu. 


NON-RECURRING  GAIN  FOR  FISCAL  1983 
During  the  first  quarter  of  fiscal  1983,  the  Company  sold 
its  18%  interest  in  Benson  S.A.,  a  French  company,  and 
this  resulted  in  a  net  gain  of  12.8  million  after  income 
taxes  of  11.7  million.  This  non-recurring  net  gain 
increased  earnings  per  share  for  the  year  by  $.13. 

NON-RECURRING  CHARGES  FOR  FISCAL  1981 
During  the  fourth  quarter  of  fiscal  1981,  the  Company 
recorded  non  recurring  charges  to  continuing  operations 
of  $19. 5  million  ($9  9  million  after  tax).  These  charges 
were  principally  inventory  write-downs  related  to  eco¬ 
nomic  conditions  in  certain  markets,  employee  termi¬ 
nations,  and  the  co.sts  associated  with  discontinuation  or 
restructuring  of  several  product  lines. 


CHAPTER  III 


Fj  w.  w. rjruiu"*^'  r: 


EXTENDED  SCOPE  DISCLOSURES 


In  this  chapter  disclosures  required  of  enterprises 
that  meet  certain  criteria  such  as  size  or  scope  of 
operations  are  discussed.  Reporting  the  effects  of  changing 
prices  and  segmental  reporting  are  covered  here  because  many 
large  enterprises  are  required  to  make  these  disclosures. 


Reporting  The  Effects  Of  Changing  Prices 
In  Financial  Reports 

GAAP  for  reporting  changing  prices  in  financial 
reports  is  promulgated  in  PASS  Statements  33,  39,  40,  41, 

46,  54,  69,  70,  and  82,  as  well  as  FASB  Technical  Bulle¬ 
tins  79-8  and  81-4.  The  requirements  for  reporting  the 
effects  of  changing  prices  apply  to  all  publicly  held 
enterprises  that  pass  the  specified  size  test  discussed 
below.  Investment  companies  are  excluded  from  the  reporting 
requirements.  Prior  to  the  issuance  of  Statement  of 
Financial  Accounting  Standards  No.  82.  "Financial  Reporting 
and  Changing  Prices:  Elimination  of  Certain  Disclosures"  an 
enterprise  that  passed  the  test  was  required  to  provide 
supplemental  data  on  a  historical  cost/constant  dollar  and 
current  cost  basis.  The  requirements  for  historical 


cost/constant  dollar  data  have  been  eliminated.  Historical 
cost/constant  dollar  is  historical  cost  data  adjusted  for  the 
effects  of  general  inflation. ^6  The  requirements  for 


supplemental  data  on  a  current  cost  basis  are  still  in 
effect.  Current  cost  is  a  method  in  which  assets  and 

expenses  are  reported  at  their  current  cost  or  lower 

recoverable  amount  as  of  the  balance  sheet  date  or  date  of 
expiration  or  sale.^^ 

An  enterprise  passes  the  size  test  if  it  has 

at  the  beginning  of  the  fiscal  year  for  which  financial 
statements  are  being  prepared: 

1.  Inventories  and  property,  plant,  and 

equipment  (before  deducting  accumulated 
depreciation,  depletion,  and  amortization) 
amounting  in  aggregate  to  more  than  $125 

million;  or 

2.  Total  assets  amounting  to  more  than  $1  billion 
(after  deduction  accumulated  depreciation) . 

Non  public  enterprises  and  publicly  held 
enterprises,  that  don't  meet  the  size  test,  are  encouraged  to 
make  the  disclosures  required  by  FASB  Statement  33  as 
amended  by  Statement  82.  These  disclosures  are  supplemental 
and  do  not  alter  the  primary  financial  statements. 
Disclosure  by  business  segment  is  encouraged.  The  disclosure 
may  be  made  in  the  notes  to  the  financial  statements  or 
elsewhere  in  the  annual  report.  The  fonnat  for  the 

disclosures  can  take  one  of  two  forms,  either  as  a  statement 
similar  to  the  income  statement  or  as  a  reconciliation.  The 
reconciliation  format  involves  disclosing  adjustments  to 
income  from  continuing  operations  as  it  is  shown  in  the 
primary  income  statement.  Regardless  of  the  format  used  the 
amounts  of,  or  adjustments  to,  cost  of  goods  sold. 


depreciation,  depletion,  and  amortization  expense  must  be 
disclosed. 

Disclosure  of  supplementary  information  includes  the 
following: 

1.  Purchasing  power  gain  or  loss,  (not  part  of 
income  from  operations) . 

2.  Income  from  continuing  operations  on  a  current 
cost  basis. 

3.  Current  cost  amounts  for  inventory  and 
property,  plant  and  equipment  at  year  end. 

4.  Increases  or  decreases  in  current  cost 
amounts  for  inventory  and  prc^erty,  plant  and 
equipment,  net  of  inflation.®^ 

If  there  is  no  material  difference  between  income  from 

continuing  operations  determined  on  a  historical 

cost/constant  dollar  basis  and  a  current  cost  basis  then 

historical  cost/constant  purchasing  power  information  may 

be  substituted  in  items  two  and  three  above.  Item  four 

need  not  be  presented.  Additionally  historical  cost/constant 

dollar  information  may  be  substituted  in  item  two  of  the  five 

year  summary  information  discussed  later  in  this  section. 

Part  d)  of  item  two  may  be  eliminated.®^  The  notes  of  the 

supplementary  information  must  also  include: 

1.  The  principal  types  of  information  used  to 
calculate  the  current  cost  of  inventory, 
property,  plant  and  equipment,  cost  of  goods 
sold,  and  depreciation,  depletion  and 
amortization  expense. 

The  exclusion  from  the  computations  of 
supplementary  information  of  any  adjustments 
to  or  allocations  of  the  amount  of  income 
tax  expense  in  the  primary  financial 
statements. 


2. 


In  addition,  if  depreciation  expense  has  been  allocated 
to  several  expense  accounts  in  the  supplementary  computations 
determining  income  from  continuing  operations  then  the  notes 
must  include  a  disclosure  of  the  total  amount  of  depreciation 
expense. 

There  is  also  a  requirement  to  disclose  the 
following  information  for  each  of  the  last  five  years: 

1.  Net  sales  and  other  operating  revenue. 

2.  Current  cost  information 

a)  Income  from  continuing  operations. 

b)  Income  per  common  share  from  continuing 
operations. 

c)  Net  assets  at  year  end. 

d)  Increases  or  decreases  in  current  cost 
amounts  of  inventory  and  property, 
plant  and  equipment,  net  of  inflation. 

3.  Other  information: 

a)  Purchasing  power  gain  or  less. 

b)  Cash  dividends  declared  per  common 
share. 

c)  Market  price  per  common  share  at  year 
end. 

The  notes  to  the  supplemental  five  year  summary  must  include 
either  the  average  level  or  the  end  of  the  year  level  of  the 
consumer  price  index,  which  ever  was  used,  for  each  year 
included. If  the  enterprise  chooses  to  include  net  assets 
at  amounts  computed  from  comprehensive  financial  statements 
prepared  on  a  historical  cost/constant  dollar  or  current 
cost/constant  dollar  basis  it  must  disclose  this  fact. 
Explanations  of  the  supplemental  information  and  its 
significance  must  be  included  in  the  notes  to  the  financial 
statements.®®  Exhibit  3-1  shows  the  statement  format  of 


Exh.  3-1.  Disclosure  of  the. effects  of  changing 
prices.  (The  May  Department  Stores  Company,  Annual  Report 
1984,  p.  27.  ) 


42 


Supplementary  Infonnation  on  Inflation 
and  flijnging  Prices  (unaudited) 

The  following  infonnation  was  prepand  in  accordance  with 
the  Statement  of  Financial  Accounting  Standards  Nos.  33 
and  82  to  illustrate  the  efiects  of  inflation  on  conventional 
financial  data  which  is  presented  in  historical  cost  amounts. 
The  supplementary  inibrmation  is  shown  under  the  ‘current 
cost"  method.  The  “current  cost"  method  measures  the  effects 
of  changes  in  specific  prices  ( current  cost )  on  inventory  and 
property  and  their  related  expenses. 


Sut«acnt  of  Eornuift  Adptotod  bf  Iniotion 
Fiffeal  Yev  EnM  F«bnMry  2. 

iBlIiMfM) 

As  Reported 

Current 
Coal  B«is 

N«<  retail  toim  and  rental  revenues 

$4.7614 

$4,762-4 

Gmi  of  sales  and  other  related  espensM 

3.8r.i 

Oepreeiaiion  and  aAortnailon 

1089 

167.9 

Other  espenses 

431  : 

431.7 

Caminpi  before  income  tates 

394.7 

335-7 

Provision  for  iiicr>me  leies 

180.6 

180.6 

Cflwtive  inco0>e  tai  rate 

45  8N. 

53  8^ 

Net  aarnmits 

1  214.1 

$  tSS-1 

Gain  from  decline  m  purehaainf  power 
of  net  amounts  owed 

$  ISO 

Inereaac  m  general  price  level 
of  inventories  and  property 
and  eif  uipoMni  thinag  the  /ear 

t  90.3 

Increase  in  current  cost  of  inventorlee 
and  property  and  equipcaent 

34.0 

CiccM  of  inersest  In  pBieral  price 
level  over  increaee  tn  current  coat 

t  S«.3 

AdjuatasenU— Current  Coat  Basis 
Net  retail  sales  and  rental  revenues  and  other  operating 
expenses  are  considered  to  approximate  average  1984  dollars 
and,  therefore,  remain  unchanged  under  the  current  cost 
method  from  the  amounts  presented  in  the  financial  statements. 

Depreciation  expense  was  computed  under  the  same  methods 
and  estimated  useful  lives  as  used  in  the  primary  financial 
statements. 

The  provision  for  income  taxes  is  unchanged  from  the  amount 
in  the  financial  statements  since  federal  and  state  income  tax 
laws  do  not  allow  adjustments  to  cost  of  sales  or  depreciation 
expense  for  the  efiects  of  inflation.  As  a  result,  the  company 
incurs  income  taxes  at  a  rate  of  53.8%  in  terms  of  1964  dollars 
under  the  current  cost  method,  significantly  in  excess  of  the 
effective  rate  of  45.8%  shown  in  the  financial  statements. 

The  ‘(^ain  From  Decline  in  Purchasing  Power  of  Net  Amounts 
Owed"  represents  the  benefit  of  having  net  outstanding 
liabilities  which  will  be  repaid  in  dollsirs  of  less  value.  This 
amount  is  calculated  using  the  company's  average  net  monetary 
liabilities  for  1964,  which  consist  primly  of  accounts  receiv¬ 
able,  current  liabilities  and  long  term  debt,  multiplied  by  the 
change  in  CPI-U  in  1964.  Monetary  assets  and  Utilities  are 
those  which  are,  or  will  be,  converted  into  a  fixed  number  of 
dollars  regardless  of  the  effects  of  inflation.  This  amount  does 
not  represent  funds  available  for  distribution  to  shareholders 
or  income  as  it  is  presently  defined  in  the  financial  statements. 

The  company  uses  the  UFO  (last-in,  first-out )  inventory 
method  for  substantially  all  inventories  which  results  in  cost 
of  sales  that  approxinutes  current  cost. 

Current  cost  of  retail  and  related  support  buildings  and  equip¬ 
ment  was  calculated  using  engineering  estinutes  of  current 
cost  and  the  productive  capacity  of  such  fecilities  as  deter¬ 
mined  by  analytical  techniques.  Each  fecility  was  analyzed  to 
determine  the  size  necessary  to  maintain  its  present  sales 
volume  (as  if  replaced)  using  current  construction  techniques 
and  design.  All  significant  fiicilities  atxi  retail  operations  were 
included  in  the  determination  of  current  cost  values.  These 
estimates  have  been  calculated  in  accordance  with  industry 
guidelines  provided  by  the  National  Retail  Merchants 
Association. 
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disclosure  presented  within  the  notes  to  the  primary 
financial  statements. 


Segment  of  Business  Reporting 

The  requirements  for  segment  of  business  reporting 
are  promulgated  in  FASB  Statements  14,  18,  21,  24  and  30  and 
FASB  Technical  Bulletins  79-4,  79-5  and  79-8.  Publicly  owned 
enterprises  are  required  to  disclose  information  about  their 
operations  in  different  industries,  foreign  operations  and 
exports,  and  major  customers  in  their  annual  financial 
statements.®^  In  reporting  by  business  segment  the 
enterprise's  first  concern  is  determining  the  applicable 
industry  segments.  This  can  be  achieved  by  considering  three 
factors. 

1.  The  nature  of  the  product. 

2.  The  nature  of  the  production  process. 

3.  Markets  and  marketing  method.®® 

Once  the  industry  segments  are  determined  it 
must  be  established  whether  each  segment  must  be  reported. 
An  industry  segment  must  be  reported  if  it  is  material. 
To  be  considered  material  it  must  pass  any  one  of  the 

three  10%  tests  below. 

1.  If  its  revenue  is  10%  or  more  of  combined 

revenue  of  all  segments. 

2.  In  absolute  amounts,  its  operating  profit 

is  10%  or  more  of  total  operating  profit 

of  segments  that  incurred  a  profit,  or  its 
loss  is  10%  or  more  of  the  total  operating 
loss  of  those  segments  that  incurred  a  loss. 


••  .N  /•  -V  w''* 


.  "  .  ‘'o’- 


3. 


Its  Identifiable  assets  are  10%  or  more  of 
the  aggregate  Identifiable  assets  of  all 
segments. 

The  supplementary  Information  required  Is  a 
disaggregation  of  that  presented  In  the  consolidated 
financial  statements.  There  Is  one  difference,  however. 
Most  of  the  Intercompany  transactions  are  Included  In 
segmental  reporting  whereas  they  are  eliminated  In  the 
primary  financial  statements.*^®  If  one  segment  passes 
all  the  tests  with  over  90%  no  other  segment  can  meet  the 
10%  rule  and  that  segment  Is  considered  to  be  dominant.  The 
segment  must  be  Identified  but  detailed  segmental  reporting 
is  not  necessary. *^^ 

Prior  period  segment  of  business  statements  are 
restated  for  presentation  in  current  year  statements  when 
the  corresponding  financial  statements  have  been  restated: 
a)  to  reflect  a  change  in  accounting  principle  or  entity, 
or  b)  the  geographic  or  industry  groupings  have  been 
changed. ^2  This  is  necessary  to  facilitate  comparison. 
Disclosure  of  the  restatement  Includes  the  nature  and 
effect  of  the  restatement. 

Different  Industries 

Separate  disclosure  of  sales  to  unafflllated 
customers  and  intercompany  sales  or  transfers  to  other 
industry  segments  are  required  in  reporting  revenue  of  a 
reportable  segment.  Since  intercompany  transactions  are 
not  eliminated,  the  basis  for  accounting  for  them  must  be 


disclosed  and  if  the  basis  has  changed  then  the  effect  on 
operating  profit  or  loss  is  included. 

Operating  profit  or  loss  for  each  industry  segment 
must  be  identified  and  the  nature  and  amount  of  any  unusual 
or  infrequent  items  must  be  disclosed.  If  methods  to 
allocated  operating  expenses  to  industry  segments  change,  the 
effect  on  the  profit  or  loss  of  the  industry  segment  and  the 
nature  of  the  change  must  be  disclosed. Other  measures  of 
profitability  than  profit  (loss)  may  be  used  in  the  segmental 
statements  but  each  requires  additional  disclosures.  For 
example,  if  contribution  to  operating  profit  (loss)  is  used 
the  disclosures  include  a  description  of  the  difference 
between  the  contribution  to  operating  profit  and  the  profit. 
Other  options  include  net  income  or  a  measure  of 
profitability  between  net  income  and  operating  profit 
(loss) . 

Regardless  of  the  method  employed  the  aggregate 
carrying  amount  of  identifiable  assets  must  be  presented.^® 
Identifiable  assets  include  those  used  exclusively  by  the 
segment  or  the  portion  of  jointly  held  assets  allocated  to 
the  segment.  J^tl-^isclosure  is  made  of  the  aggregate  amount 
of  depreciation,  depletion,  and  amortization  expense  for  each 
reportable  segment,  as  well  as  capital  expenditures. 
Additional  disclosure  is  made  of  the  equity  in  the  net  income 
of  and  investment  in  the  net  assets  of  vertically  integrated 
unconsolidated  subsidiaries.  This  includes  the  geographic 


area  in  which  they  operate.  Finally,  if  there  is  an 
accounting  change  the  effect  on  operating  profit  of 
reportable  segments  is  disclosed. 

The  actual  disclosure  of  the  above  information 
can  be  presented  in  several  ways: 

1.  Within  the  body  of  the  financial  statements 
with  appropriate  explanatory  disclosure  in 
the  notes  to  the  financial  statements. 

2.  Completely  within  the  notes  to  the  financial 
statements . 

3.  A  separate  schedule  included  as  part  of  the 
financial  statements.^® 

The  amounts  reported  in  the  segmental  statements, 
particularly  revenue,  should  reconcile  with  the  corresponding 
balances  in  the  primary  financial  statements.  If  there  are 
any  unreported  segments  they  need  to  be  added  in  order  to 
reconcile  the  two  statements. 

Foreign  Operations  and  Export  Sales 

Foreign  operations  (l)  are  located  outside  the 
enterprise's  home  country  and  (2)  generate  revenue  from 
sales  to  unaffiliated  customers  or  intraenterprise  sales 
or  transfers  between  geographic  areas.®®  They  are  reported 


whenever  they  pass  either  the  first  or  third  10%  test. 
Foreign  operations  can  be  further  divided  by  geographic  area. 
Reportable  foreign  operations  must  disclose; 


1. 


Unaffiliated  and  Intraenterprise  revenue. 


2.  Operating  profit  or  loss,  or  net  income,  or 
some  similar  measure  of  profitability. 

3.  Identifiable  assets.®^ 

Export  sales  are  sales  made  by  the  domestic  operations  of 
an  enterprise  to  unaffiliated  customers  in  foreign  countries. 
If  significant  these  sales  should  be  reported  separately. 
They  can  be  further  subdivided  by  geographic  ares  (country, 
region,  etc.)  if  they  are  significant  at  that  level. ®2 

Major  Customers 

An  enterprise's  reliance  on  its  major  customers 
must  be  disclosed  if  revenue  from  sales  to  a  single  customer 
exceeds  10%  of  its  total  revenue.  The  amount  must  be 
disclosed  as  well  as  the  industry  segment (s)  making  the 
sales.®®  Exhibits  3-2  and  3-3  illustrate  the  disclosures  for 
segmental  reporting  by  industry,  geographic  area,  and  export 
sales  as  well  as  by  major  customer. 


Exh.  3-2.  Disclosure  of  reporting  by  business 
segment  and  geographic  area.  (The  Proctor  &  Gamble  Company, 
1983  Annual  Report,  p.  28.) 
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5.  SegnMnt  Infonnation 

Sales  between  geographic  areas  and  those  between  business  segments,  included  m 
net  sales  below,  are  made  at  prices  approximating  market  and  are  eliminated  from 
total  net  sales.  Corporate  earnings  include  interest  income  and  expense;  other 
general  corporate  income  and  expense:  and  prior  to  1982.  all  exchange  gains  and 
losses  from  translating  foreign  balance  sheets  into  dollars.  Corporate  assets  include 
primarily  cash  and  marketable  securities 

geographic  areas 

The  Company's  international  operations  are  conducted  m  various  countries  primarily 
through  self-contained  subsidiaries  Each  country  has  a  distinct  social  political, 
economic  and  business  environment  No  individual  country  accounts  for  10%  of 
consolidated  sales  or  assets 


Millions  ot  Ooliars 

United  Stales 

International 

Corporate 

Total 

Net  Sales 

1981 

S8.044 

$3  750 

$  1378) 

$11  416 

1962 

8.610 

3  737 

(353) 

11  994 

1983 

9074 

3  685 

(307) 

12  452 

Earnings  from  oo^rations.  after  tax 

1981 

556 

130 

(  18) 

668 

1982 

865 

88 

4 

777 

1983 

Assets 

758 

105 

3 

866 

1981 

4397 

1  769 

795 

6.961 

1982 

5.054 

1.700 

756 

7510 

1963 

5.344 

1.614 

1  177 

8.135 

BUSINESS  SEGMENTS 

The  Company's  operations  are  characterized  by  interrelated  raw  materials  and 
manufacturing  facilities  and  centralized  research  and  administrative  staff  functions 
making  any  separate  profit  determination  by  product  category  dependent  upon 
necessarily  arbitrary  assumptions  as  to  allocations  of  common  costs  Different  assump¬ 
tions  or  physical  or  organizational  arrangements  would  produce  different  results 


Laundry  and 

Personal  Care 

Food 

Other 

Millions  of  Dollars 

Cleaning  Products 

Products 

Products 

PnxJucts 

Corporate 

Total 

1  . 

Net  Sales 

a"" 

1961 

$4,530 

$4,067 

$2,192 

$  871 

$  (244) 

$11,416 

g  •'  J 

P 

1962 

4.736 

4  450 

2.192 

962 

(346) 

11  994 

1983 

4  756 

4  780 

2249 

1.079 

(412) 

12  452 

»  . 

Earnings  from  operations 

pretax 

1981 

648 

460 

44 

61 

1  27) 

1  186 

1982 

660 

550 

133 

53 

3 

1  399 

1983 

725 

694 

117 

29 

(15) 

1  550 

* 

Assets 

1981 

1.703 

2434 

971 

1  058 

795 

6961 

r  fc."  ' 

■ 

1982 

1.710 

2  954 

1  005 

1  085 

756 

7.510 

T. 

1983 

1  670 

2  918 

1  219 

1  151 

1  177 

8  135 

™  T  7* 

Capital  Expenditures 

K- 

1981 

156 

221 

46 

129 

13 

565 

1982 

155 

244 

103 

112 

1 1 

625 

1983 

199 

204 

116 

8' 

4 

604 

*-'v' 
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Exh.  3-3.  Disclosure  of  major  customer  and  export 
sales.  (McDonnell  Douglas  Corporation,  1984  Annual  Report, 
p.  31.) 


U.S.  GOVERNMENT  AND  EXPORT  SALES 
Consolidated  sales  to  U.S.  Government  agencies  On- 
cluding  sales  to  fbreign  governments  through  foreign 
miiitary  saies  contracts  with  U.S.  Government  agen¬ 
cies)  amount  to  $6,653.7  million  in  1984.  $5,506.7 
million  in  1983.  and  $4,857.5  million  in  1982.  No  other 
single  customer  accounted  for  10%  or  more  of  con¬ 
solidated  revenues  in  1984. 1983  or  1982. 


Foreign  sales  by  geographical  area,  of  which  a  signifi¬ 
cant  portion  were  through  foreign  military  sales  con¬ 
tracts  with  the  U.S.  Government,  are  shown  in  the 


table  below: 


YEARS  ENDED  31  DECEMBER 

1984 

1983 

1982 

North  America 

$  539.8 

$  7322 

$  508.7 

South  America 

9.4 

18.0 

57.0 

Europe 

6512 

4622 

519.1 

Asla/Radfic 

4662 

3972 

305.0 

Mldeast/Africa 

467.1 

494.9 

686.7 

$2,133.7 

$2,104.7 

$2,076.5 

CHAPTER  IV 


SPECIALIZED  INDUSTRY  DISCLOSURES 

There  are  approximately  two  dozen  industries 
with  specialized  disclosure  requirements,  which  are  special 
additions  to  the  general  disclosure  requirements.  They  range 
from  the  reporting  of  abnormal  costs  to  write-ups.  This 
chapter  will  review  the  specialized  disclosures  of  four  such 
industries,  to  give  the  reader  a  sense  of  what  specialized 
industry  disclosures  entail. 

Banking  and  Thrift 

The  required  disclosures  for  banking  and  thrift 
institutions  are  promulgated  in  APB  Opinion  23,  FASB 
Statements  32  and  72,  and  FASB  Interpretation  9.  In 
reporting  the  acquisition  of  a  bank  or  thrift  institution 
the  general  disclosures  for  business  combinations  and 
intangible  assets  are  followed.  In  addition,  if  regulatory 
assistance  is  granted  or  recognized  in  connection  with  the 
acquisition  a  special  Industry  disclosure  must  be  made  of  the 
nature  and  amount  of  the  assistance. 

Regulatory  authorities  require  stock  and  mutual 
savings  and  loan  associations  to  appropriate  and  retain  a 
portion  of  earnings  under  general  reserves  in  order  to 
protect  depositors.  The  U.S.  Internal  Revenue  Code  allows 
savings  and  loan  associations  to  deduct  the  annual  addition 
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to  reserve  for  bad  debts  in  determining  taxable  income.  The 
general  reserve,  as  defined  by  the  regulatory  authorities,  is 
not  directly  related  to  the  reserve  for  bad  debts,  as  defined 
by  the  U.S.  Internal  Revenue  Code.  However,  the  purpose  and 
restrictions  are  similar,  so  the  amount  accrued  is  reported 
as  tax  expense  of  the  current  year,  not  as  an  extraordinary 
item.®^  The  required  disclosures  are  the  purpose  for  which 
these  reserves  are  provided  under  applicable  rules  and 
regulations.  Income  taxes  may  be  payable  if  the  reserves  are 
used  for  something  else.  This  fact  and  the  accumulated 
amount  of  reserves  for  which  income  taxes  have  not  been 
accrued  must  be  disclosed.®® 

Contractor  Accounting 
Construction-type  Contracts 

Accounting  for  construction-type  contracts  is 
promulgated  in  Accounting  Research  Bulletin  45  and  FASB 
Statement  56.  Either  the  percentage  of  completion  or  the 
completed  contract  method  may  be  used  depending  on  the 
circumstances.  The  method  used  must  be  disclosed  in  the 
financial  statements.®^  Commitments  to  complete  contracts 
in  progress  are  ordinarily  considered  part  of  the 
contractor's  business  and  therefore  not  disclosed.  However 
in  special  cases  extraordinary  commitments  may  require 
disclosure.®® 


Accounting  for  government  contracts  is  promulgated 
in  Accounting  Research  Bulletin  43,  chapter  11  and  FASB 
Statement  56.  Government  contracts  are  accounted  for  by  the 
cost-plus-fixed-fee  (CPFF)  method.  There  are  several  unique 
disclosures  and  presentations  required  by  this  type  of 
contract.  If  there  are  any  unbilled  costs  at  the  balance 
sheet  date  then  these  must  be  distinguished  from  the  billed 
amounts  on  the  balance  sheet.  The  amount  offset  on  the 
balance  sheet  by  advances  received  on  contracts  must  be 
disclosed.®^  Termination  of  a  war  or  defense  supply  contract 
involves  a  set  of  specialized  disclosures  which  will  not  be 
presented  here.  Exhibits  4-1  and  4-2  show  some  of  the 
required  disclosures  for  government  contracts. 

Development  Stage  Enterprises 
The  accounting  requirements  for  development 
stage  enterprises  are  promulgated  in  FASB  Statement  7  and 
in  the  FASB  Interpretation  of  that  statement.  Kohler 
defines  a  development  stage  enterprise  as  "an  enterprise 
devoting  substantially  all  of  its  efforts  to  establishing 
a  new  business  without  generating  significant  revenues 
from  the  planned  principal  operations.”®®  As  such,  either 
the  planned  principal  operations  have  not  commenced,  or  they 
have  but  there  has  been  no  significant  revenue  from  them.®^ 


A  development  stage  enterprise  issues  all  the 
financial  statements  required  of  an  established  operating 


Exh.  4-1.  Presentation 

of  contracts  in  ■ 

the  balance 

sheet  and 

the  statement  of  changes 

in 

financial  position. 

(McDonnell 

Douglas,  1984  Annual  Report 

,  pp.  22-25. 

) 

Currant 

Casn  and  time  deposits 

S  32.2 

S  26.2 

Aaaats 

Short-term  investments 

2.1 

381.0 

Accounts  and  notes  receivable 

Government 

475.3 

354.5 

Commercial 

470.3 

233.5 

Recoverable  income  taxes 

17.1 

945.6 

605.1 

Contracts  in  process  and  inventories 

Government  contracts  in  process 

5.732.8 

3.335.3 

Commercial  products  in  process 

1.004.2 

791.6 

Materials  and  spare  parts 

1.222.2 

1.143.1 

Progress  payments  to  subcontractors 

1.169.0 

949.1 

Less  applicable  progress  payments 

(6.544.6) 

(4.314.5) 

2.583.6 

1.904.6 

Prepaid  expenses 

36.0 

23.4 

Total  Current  Asaatt 

3.S99.S 

2.940.3 

Currant 

Notes  payable  to  banks 

1  601.5 

1 

UabUitiaa 

Accounts  and  drafts  payable 

833.1 

568.5 

Accrued  expenses 

137.5 

122.6 

Employee  compensation 

228.0 

190.3 

Income  taxes,  principally  deferred 

856.9 

732.4 

Estimated  modification,  completion. 

and  other  contract  adjustments 

1,088.9 

1.032.0 

Current  maturities  of  long-term  debt 

61.1 

18.1 

Total  Currant  Uabllltlaa 

5.607.0 

2.663.9 

Uaa  of  Funda  Acquistlon  cost  of  acquired  companies 

(excluding  cash  of  S5.3  and  short-term 

borrowings  of  S4S.5) 

917.3 

Accounts  and  notes  receivable 

178.9 

188.5  31.5 

Contracts  in  process  and  inventories. 

net  of  progress  payments 

468.4  (531.4)  (52.4) 

Other  investments 

23.1 

(4.4) 

Facilities  acquired 

476.7 

351.6  261.9 

Rental  equipment  and  parts 

54.4 

361.7  57.1 

Cash  dividends  declared 

64.5 

55.7  47.6 

Treasury  shares  purchased 

4.1 

2.6  12.1 

Miscellaneous 

35.0 

26.1  15.9 

2.224.4 

450.4  373.7 
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Exh.  4-2.  Disclosure  of  government  contracts  in 
the  notes  to  the  financial  statements.  (McDonnell  Douglas, 
1984  Annual  Report,  pp.  26-28.) 


Gevtrninmt  Contracts.  Government  contracts  are 
piimaniy  accounted  for  on  a  percentage-of completion 
metnod  wherein  sales  are  recorded  at  their  estimated 
contract  price  as  the  work  is  performed.  Under  this 
method,  all  costs  (Including  general  and  administrative 
expenses)  are  charged  to  Costs  and  Expenses  as  in¬ 
curred  and  the  recorded  sales  values  (equal  to  incurred 
costs  plus  estimated  earnings)  are  carried  in  the  ac¬ 
count.  Government  contracts  in  process.  At  the  time 
the  item  is  completed  and  accepted  by  the  customer, 
the  sales  value  of  the  item  is  transferred  to  accounts 
receivable. 


Certain  contracts  contain  incentive  provisions  which 
provide  increased  or  decreased  earnings  based  upon 
performance  in  relation  to  established  targets.  Incen¬ 
tives  based  upon  cost  performance  are  recorded  cur¬ 
rently  and  other  incentives  are  recorded  when  the 
amounts  can  reasonably  be  determined. 

Title  to  certain  items,  included  in  the  captions  of 
Materials  and  Progress  payments  to  subcontractors,  is 
vested  In  the  U.S.  Government  by  reason  of  progress 
payment  provisions  of  related  contracts. 

Commercial  Programs.  Commercial  products  in  process 
(including  military  versions  of  commercial  aircraft)  are 
stated  on  the  basis  of  production  and  tooling  costs  in¬ 
curred  less  cost  allocated  to  delivered  items,  reduced 
(where  applicable)  to  realizable  market  after  giving  ef¬ 
fect  to  the  estimated  costs  of  completion. 

Cost  of  sales  for  commercial  and  military  MO-80  air¬ 
craft  is  determined  on  a  specific-unit  cost  method.  Cost 
of  sales  of  the  0C-10aircraft  program,  ihcluding  KC-10 
aircraft,  is  determined  on  a  program-average  cost 


GOVERNMENT  CONTRACTS 

Contractual  authority  to  supply  additional  items,  or  to 
change  the  work  scope  of  a  contract,  prior  to  reaching 
final  agreement  on  price  is  a  frequent  and  normal  oc¬ 
currence  in  procurements  by  the  U.S.  Government,  as 
the  contracts  contain  standard  provisions  for  assuring 
that  the  contractor  will  receive  an  equitable  price  in 
the  unusual  event  a  mutually  satisfactory  price  cannot 
be  subsequently  negotiated  with  the  Contracting  (Xflcer. 
Included  in  Accounts  receivable  was  $138.1  million  at 
31  December  1984  and  $69.1  million  at  31  December 

1983  representing  the  estimated  sales  price  for  items 
delivered  and  other  work  performed,  which  was  not 
billable  because  the  negotiated  price  information  or 
documents  necessary  to  invoice  under  the  contract  had 
not  been  received.  Approximately  $8.6  million  of  the 

1984  amount  is  expMM  to  be  collected  after  one 
year.  In  addition,  a  material  portion  of  the  Government 
contracts  in  process  account  similarly  represented 
work  performed  before  the  pricing,  negotiation  and 
contract  documentation  cycle  had  been  completed,  but 
the  aggregate  amount  thereof  was  not  identifiable  as 
such  in  the  accounting  records. 

No  material  amounts  were  included  in  Receivables  or 
(jovemment  contracts  in  process  representing  re- 
tainage  for  which  appropriated  funds  were  not 
available  or  the  item  was  otherwise  In  controversy, 
other  than  in  respea  to  normal  price  negotiations. 
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enterprise  and  does  so  In  accordance  with  GAAP.  However, 
the  statements  are  Identified  as  those  of  a  development 
stage  enterprise  and  disclosure  is  made  of  the  nature  of 
the  development  stage  activities.®^  The  financial  statements 
also  require  additional  disclosures.  The  balance  sheet  will 
include  in  the  equity  section,  any  cumulative  net  losses 
since  inception,  separately  identified  with  a  descriptive 
caption.  The  income  statement  contains  current  period 
revenue  and  expenses,  as  well  as  accumulated  amounts  since 
inception.  The  statement  of  changes  in  financial  position 
shows  sources  and  uses  of  funds  since  inception  in  addition 
to  those  for  the  current  period.  Finally  the  statement  of 


stockholders  equity  shows  from  inception  the  following: 

1.  For  each  issuance,  the  date  and  number  of 
shares  of  stocks,  warrants,  rights  or  other 
equity  securities  issued  for  cash  or  other 
consideration. 

2.  For  each  issuance,  the  dollar  amounts  assigned 
to  the  consideration  received  for  shares 
of  stock,  warrants,  rights  or  other  equity 
securities. 

3 .  For  each  issuance  involving  noncash 
consideration,  the  nature  of  the  consideration 
and  the  basis  used  in  assigning  the 
valuation.®^ 

The  first  fiscal  year  that  the  business  is  no 
longer  a  development  stage  enterprise  the  financial 
statements  must  disclose  that  in  prior  years  it  was 
considered  a  development  stage  enterprise.  Comparative 
financial  statements,  if  presented,  need  not  include  the 
additional  disclosures  discussed  above. ®^ 


In  accordance  with  FASB  Statement  33,  "Financial 
Reporting  and  Changing  Prices,"  large  publicly-held 
enterprises  are  required  to  report  the  effects  of  changing 
prices.  (see  chapter  III)  FASB  Statement  39  promulgates 
the  reporting  of  the  effect  of  changing  prices  on  specialized 
assets  including  mining  assets.  An  enterprise  that  owns 
mineral  reserves  other  than  oil  and  gas  must  make  additional 
disclosures  for  the  five  most  recent  fiscal  years.  These 
include: 

1.  An  estimate  of  significant  quantities  proved, 
or  proved  and  probable,  as  of  the  most  recent 
date  during  the  year. 

2.  The  date  of  the  estimate,  if  not  made  at 
the  end  of  the  year. 

3 .  Estimated  quantity  expressed  in  percentage 
or  physical  units,  of  each  mineral  product 
recoverable  in  significant  commercial 
quantities. 

4.  Quantities  of  each  significant  mineral 
produced,  milled,  or  processed  during  the 
year. 

5.  Quantities  of  significant  proved,  or  proved 
and  probable  mineral  reserves  purchased  or 
sold  in  place  during  the  year. 

6.  Equivalent  market  price  prior  to  manufacturing 
process  for  mineral  products  transferred 
within  the  enterprise. 

7.  The  average  market  price  of  significant 
mineral  products.®^ 

Exhibit  4-3  presents  the  disclosures  for  a  mining  enterprise. 


Exh.  4-3.  Special  industry  disclosures  for  a 
mining  enterprise.  (National  Gypsum  Company,  1984  Annual 
Report,  p.  49.) 

Mineral  Resources:  The  following  supplemeiilal  iiifomialion  on  mineral  resourt'es  is  required  h> 
FASB  Slatemeni  No.  39.  The  gypsum  reserves  exclude  reserves  held  by  the  Company’s  French 
gypsum  alTiliale.  Gypsum  reserves  of  the  French  afllliale  are  more  than  adequate  to  as-sure  its 
ability  to  continue  its  operations  and  are  not  otherwise  significant  to  the  Company. 

Proven  and  probable  reserves: 


Dfr^mher  HI 


1984 

198.1 

(MiUions  vf  tonsi 

CypMim 

972 

977 

Ummlone 

752 

790 

Ommi  rijiy 

530 

.ttl 

Mined: 

Year  Ended  December  HI 

1984 

1981 

(MUliom  cf  loAs/ 

Gyp«ufn 

6.2 

.5..S 

UtimUHH- 

3.4 

3..S 

Ometu  clay 

0.9 

0.7 

Mineral  resources  are  mined  primarily  for  use  in  manufacturing  processes.  As  a  minor  part  of 
operations,  however,  the  Company  sells  Iwth  gypsum  and  limestone  rock  to  unrelated  third  parties 
at  prices  determined  by  market  conditions,  location  and  amount  of  processing  prior  to  sale.  In 
1984,  the  Company  sold  1.2  million  tons  of  gypsum  ruck  at  prices  ranging  from  86. (X)  to  811.00  per 
ton.  During  1984,  slightly  more  than  100,(X)0  tons  of  limestone  were  sold  to  third  parties  as  crushed 
limestone  at  approximately  S2.5.(X)  per  ton.  Because  the  volume  of  sales  of  rock  to  third  |)urties 
would  nut  be  expected  to  change  appreciably  in  the  event  of  a  significant  change  in  sales  prices, 
any  attempt  to  correlate  the  market  prices  to  mineral  resen'es  produces  information  which  is 


probably  irrelevant  an<l  r’oultl  l)e  misleading  as  to  ibe  value  of  these  mineral  resources. 


CHAPTER  V 


NOTES  TO  THE  FINANCIAL  STATEMENTS 

The  notes  to  the  financial  statements  contain  a 
great  deal  of  supplemental  and  explanatory  information. 
Other  than  those  disclosures  required  of  all  enterprises 
the  actual  notes  to  the  financial  statements  are  determined 
by  the  events  or  transactions  of  the  particular  enterprise. 
The  notes  that  are  discussed  below  are  fairly  typical  of  most 
enterprises. 


Accounting  Policies 

APB  Opinion  No.  22,  "Disclosure  of  Accounting 
Policies,”  outlines  the  disclosure  and  presentation 
requirements  for  accounting  policies  in  the  notes  to  the 
financial  statements.  The  note  should  identify  and  describe 
the  accounting  principles  followed  by  the  enterprise  and  the 
methods  of  applying  those  principles  that  materially  affect 
the  determination  of  financial  position,  changes  in  financial 
position,  or  results  of  operations.  Accounting  policies  in 
general  include  the  accounting  principles  and  methods  that 
involve : 

1.  Selection  from  existing  acceptable 
alternatives. 

2.  Principles  and  methods  peculiar  to  the 
industry  in  which  the  entity  operates. 

3.  Unique  applications  of  GAAP. 
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This  note  should  either  be  the  first  or  be  in  a  separate 
section  called  “Summary  of  Significant  Accounting 
Policies."®®  A  description  of  any  change  in  accounting 
policies  is  provided  with  a  cross-reference  to  a  separate 
note  disclosing  the  information  required  by  APB  Opinion 
No.  20.  "Accounting  Changes."®"^  An  example  of  this  note 
is  provided  in  exhibit  5-1. 


Accounting  Changes 

In  the  case  of  an  accounting  change  the  notes 
should  disclose  the  nature  of  the  change  and  sound 
justification  for  the  change  which  states  why  the  new 
principle  is  preferable  to  the  old.  Additionally  the 
effect  of  the  change  on  income  before  extraordinary  items, 
net  income,  and  the  related  per  share  amounts  should  be 
provided.®®  If  not  included  in  the  note  on  accounting 
policies  then  it  should  be  cross  referenced  to  it.  Exhibit 
5-2  presents  the  disclosure  of  an  accounting  change  in  the 
notes . 


Property.  Plant  and  Eguioment 
The  disclosures  required  for  property,  plant, 
and  equipment  may  be  presented  in  either  the  financial 
statements  or  the  notes  to  the  financial  statements.  One 
or  the  other  should  contain: 


1.  depreciation  expense  for  the  period. 
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Exn.  5-1.  Disclosure  of  accounting  policies  in  the 
notes  to  the  financial  statements.  (Abbot  Laboratories, 
Annual  Report  1982,  p.  28.) 


Notes  lo  Coii.solidaied  Financial  SisilenicnI.s 


Nule  1  Summary  of  Significant  Accounting  Policies 

tn  ihnyiandti 

Bans  of  CtmsoiiJatum  —The  ct^nsolidaicJ  financul  siuiefuents 
include  the  accounts  of  the  parent  company  and  all  substdianes 
All  intercompany  transactiims  have  heen  eliminuicd  in  the  consoli¬ 
dated  financial  statements  The  accounts  of  foreign  subsidiaries 
are  consolidated  as  of  November  30.  and  translated  in  accordance 
with  Statement  No.  8  of  the  FinarKtal  Accounting  Stands  'ds  Board 
/in<enforter— inventories  are  valued  at  the  lower  of  cost  (firsi-in. 
firsi'OUt  basis)  or  market.  Cost  includes  material  and  applicable 
conversion  costs. 

Depreciatum  of  Proptrty  and  Equipment  of  physical 

properties  is  provided  by  annual  charges  to  income  calculated  to 
amortize  the  cost  of  properties  over  their  estimated  useful  lives. 
Depreciation  has  been  computed  on  the  straighidine  mct)M>J  for 
financial  reporting  purposes,  and  primarily  on  accelerated  methods 
for  income  tax  purposes,  which  results  in  deferred  income  taxes. 
Depreciation  and  amortization  in  1982  includes  amounts  related  to 
certain  assets  with  short  lives<S27.636  book  value)  reclassified  from 
Other  Assets  to  Property  and  Equipment.  Prior  year  amounts  have 
not  been  restated. 

Income  Taxes  —  Provisions  are  made  for  the  estimated  amount  of 
income  taxes  on  reported  earnings  which  are  payable  currently  and 
in  the  future.  Investment  tax  credits  arc  amortized  over  the  lives  of 
the  related  assets.  U  S  mcometaxesareproviJed.  as  applicable,  on 
those  earnings  of  subsidiaries  which  are  intended  to  be  remitted  to 
the  paa'nt  company.  Undistributed  earnings  reinvested  indefinitely 
in  subsiOianea  (other  than  subsidiaries  operating  in  Puerto  R  ico 
under  lax  incentive  grants),  as  working  capital  and  plant  and 
equipment,  aggregated  $243,200  at  December  31.  1982. 

5/orf  ttpCoj/s  — Expenditures  fs>f  start  up  costs  associated  with  new 
plants,  processes,  and  production  facilities  are  charged  to  income  as 
incurred. 

Pension  Costs  —  Retirement  plans  cover  the  majority  of  employees. 
Pension  costs  are  provided  and  funded  based  on  actuarial  Jctermina' 
lions  which  include  normal  costs  and  amortization  \>f  pnor  service 
costs  over  periods  not  exceeding  40  years. 

Prtpdu<  t  — Pnwinons  are  made  on  a  current  basis  for 

the  portions  of  probable  losses  which  are  not  covered  by  product 
liability  Insurance. 

Eenungs  per  C'unnum  Share  —  Earnings  per  common  share 
are  computed  by  dividing  net  earnings  by  the  weighted  average 
number  of  common  shares  outstanding 
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Exh.  5-2.  Disclosure  of  accounting  changes  in  rhe 
notes  to  the  financial  statements.  (Air  Products  and 
Chemicals,  Inc.,  1983  Annual  Report,  p.  30.) 


Accounting  Changes 

In  fiscal  1982,  the  company  changed  from  the  deferral 
method  to  the  predominant  U.S.  industry  practice  of  ac¬ 
counting  for  investment  tax  credits  by  the  flow-through 
method.  At  the  same  time,  the  company  adopted  State¬ 
ment  of  Financial  Accounting  Standards  No.  52,  "Foreign 
Currency  Translation".  For  more  information,  see  the 
"Foreign  Currency  Translation"  and  "Investment  Tax 
Credits"  sections  of  this  footnote. 


mmmmmmmmssm 
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2.  balances  of  major  classes  of  depreciable 
assets,  by  nature  or  function,  at  the  balance 
sheet  date, 

3.  accumulated  depreciation,  either  by  major 
class  of  depreciable  assets  or  in  total,  at 
the  balance  sheet  date,  and 

4.  a  general  description  of  the  method (s)  used 
in  computing  depreciation  with  respect  to 
major  classes  of  depreciable  assets. 


Retained  Earnings 

Restrictions  on  appropriated  and  unappropriated 
accounts  may  be  explained  in  the  footnotes  to  the  financial 
statements  rather  than  recorded  on  the  balance  sheet.  Any 
other  conditions  affecting  retained  earnings  which  cannot 
adequately  be  disclosed  in  the  financial  statements  should  be 
presented  in  the  notes.  Information  on  retained  earnings  is 
included  in  a  note  on  the  components  of  stockholders'  equity. 
An  example  of  this  type  of  disclosure  is  provided  in  exhibit 
5-3. 


Subsequent  Events 

Subsequent  events  occur  between  the  balance 
sheet  date  and  the  date  that  the  financial  statements  are 
issued.  As  per  Statement  of  Auditing  Standards  No.  1. 
"Subsequent  Events,"  there  are  two  types  of  subsequent 
events.  The  first  is  when  additional  information  is 
available  about  an  event  that  existed  on  or  before  the 
balance  sheet  date  and  that  Information  affects  estimates 
made  in  preparing  the  balance  sheet.  This  type  of  subsequent 
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Exh.  5-3.  Disclosure  of  stockholder's  equity  and 
retained  earnings  in  the  notes  to  the  financial  statements. 
{Mattel,  Inc.,  Annual  Report  to  Shareholders  for  the  year 
ended  January  28,  1984,  pp.  49-50.) 


No«5 

Shucholdcn*  Eqaicy 

Outstanding  SAann— Toul  number  of  iham  outsunding  ic  the 
end  of  each  fiscal  year  it  as  follows: 


taj  Scnn  A  Conwrttble 
Preferred  Stock 
Common  Stock 


a.371.941 

Il.j40.t44 


a.J7t.90« 

Il,jll.j66 


Series  A  ConvertihU  Prej^d  Stack  »  Each  preferred  share  is 
convertible  into  2.  ti  shares  of  the  Company's  common  stock. 
Beginning  June  1982.  the  preferred  stock  became  redeemable 
at  the  Company's  option  in  cumulative  annual  increments  of 
603,000  shares  at  an  initial  price  of  127.50  per  share  decreasing 
to  S25  00  per  share  in  June  1986.  Outstanding  preferred  shares 
have  a  preference  on  voluntary  liquidation  of  the  Company  of 
S26.875  per  share  ($64  million  in  aggregate). 


C^mmen  Stock  li4tmnts^  At  January  28,  1964  warrants  to 
purchase  2.904,000  sham  of  the  Company's  common  stock  at 
$4.00  per  share  are  cwrduble  and  expire  on  April  5,  1986. 

Stock  Options-~A  total  of  503.850  sham  were  reserved  as  of 
January  28. 1984  for  issuance  to  officers  and  other  key 
employees  under  a  non^qualified  stock  option  plan  adopted  in 
fiscal  1979.  Of  the  sham  reserved  for  issuance  under  the  1979 
non^qualified  plan.  98.050  sham  were  available  for  future 
grant  at  January  28.  1984>  Future  options  under  this  plan  shall 
be  granted  at  not  less  than  the  fur  market  value  of  the  stock  on 
the  date  of  grant.  The  options  granted  under  the  non*qualified 
stock  option  plans  eipire  ten  years  from  date  of  grant.  All 
options  are  contingent  upon  continued  employment  and  are 
ocerciuble  in  installments  a  determined  by  the  Board  of 
Directors  or  its  Stock  Option  Committee.  The  following  is  a 
summary  of  the  stock  option  information  for  the  1979  non* 
qualified  pUn  for  fool  t9S4:  - 1.., 

twv  ptoft  Slam  >na 

OutUMMitBf  II JatMaryie.  iVSj  4JS.}ee  sr-ooiDsao.^j 


^nundiiif  K  JiMMTf  il.  19a 


4JS.}«0  rr.OOIDS40.7) 

4?.joe  uje 

(iMoe)  srajM  410)0 

(S4.)ee>  47)Sto«iree 

405.ioo<'>  4)}eteuo.7) 


N«tirmier  19$$  »  Difrmher  199).  h^ladn  ofitom 070.900  sham 
txrrmhkuQfJommjsi.  toto- 

One  million  sham  of  common  stock  were  reserved  for  issu* 
ance  to  officers  and  other  key  employees  under  a  non^qualified 
incentive  stock  option  and  mtheted  stock  sward  plan  adopted 
by  the  shareholders  in  June  1982.  As  of  January  28. 1984,  no 
stock  options  or  swards  were  granted  under  this  plan.  This 
plan  also  provides  that  options  will  be  granted  at  not  less  than 
the  fair  market  value  of  the  stock  on  the  date  of  issue,  while 
swards  may  be  granted  at  a  price  not  less  chan  the  common 
siodt  par  value  Up  to  200,000  sham  in  the  aggregate  of  the 
total  one  million  sham  provided  under  this  plan  are  available 
for  grant  as  stock  awards. 

Retained  Bamin^s  fDryirtf)*— The  Company  omitted  payment 
of  the  fiscal  1985  first  quarter  dividend  of  approximately 
$1,500,000  ($0,625  per  share)  on  its  cumulative  Convertible 
Preferred  Stock  which  would  have  been  payable  March  i. 

1984-  Delaware  law  ( the  Company's  state  of  incorporation) 
prohibits  payment  of  dividends  by  a  corporation  which  has 
neg; ' ve  net  worth  and  no  current  earnings.  If  the  Company 
were  to  become  delinquent  in  the  payment  of  six  quarterly 
preferred  dividends,  the  preferred  stockholders  would  be 
entitled  to  elect  two  directors  to  the  Company's  board  of 
lirecton  until  payment  of  all  unpaid  cumulative  dividends  had 
een  made. 


event  requires  an  adjustment  to  the  financial  statements. 
The  second  type  occurs  due  to  a  transaction  arising  after  the 
date  of  the  balance  sheet.  This  type  may  require  disclosure 
if  the  financial  statements  are  not  to  be  misleading.  For  an 
example  of  this  type  of  subsequent  event  see  item  9  under 
Long-term  Debt  below.  If  disclosure  is  required  it  may  be 
accomplished  in  the  notes  or  via  a  supporting  schedule  or 
through  the  use  of  pro  forma  statements.^®®  The  disclosure 
in  the  notes  is  illustrated  in  exhibit  5-4. 

Receivables 

The  notes  to  the  financial  statements  may  include  a 
supporting  schedule  or  other  format  for  providing  further 
information  on  notes  and  accounts  receivable.  Additional 
information  provided  in  the  notes  includes  the  method  for 
determining  receivables  such  as  billing  and  allowances. 
Additionally,  amounts  due  from  related  parties  must  be 
separately  identified  in  the  balance  sheet  or  in  the 
notes. 1®1 


The  required  disclosures  for  long-term  debt  are 
numerous  and  depend  on  the  type  of  debt  and  transactions 
in  which  they  are  involved.  The  following  disclosures  are 
required  in  the  notes  to  the  financial  statements  for 
each  issue  of  bonds  or  notes  payable: 
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Lxh.  5-4.  Disclosure  of  subsequent  events  in  the 
notes  to  the  financial  statements.  (The  May  Department 
Stores,  1984  Annual  Report,  p.  27.) 


Event  Subsequent  'R»  Year  End 
In  March  1985,  the  company  purchased  Metropolitan  Life 
Insurance  G)mpany’s  50%  interest  in  its  Parklahrea  real 
estate  partnership  for  $10  million  in  cash  and  $100  million 
hy  issuing  five  million  shares  of  Series  X  voting  preference 
stock,  stated  value  $20  per  share,  redeemable  from  1988 
through  1992  in  five  $20  million  annual  payments.  The  annual 
dividend  rate  ranges  between  $3.5-$5.0  million  through  October 
1,  1987,  and  is  negotiable  thereafter.  Under  certain  specified 
conditions  relating  to  future  operations,  payment  of  additional 
dividends  may  be  required  as  well  as  additional  purchase  price 
amounts  of  up  to  $30  million.  Additionally,  the  holder  of  the 
preferred  shares  may,  at  its  option,  call  for  redemption  of  the 
shares  after  30  months.  Additional  purchase  price  amounts,  if 
and  when  paid,  will  be  considered  a  cost  of  the  properties  to 
which  they  relate.  The  direct  impact  of  this  transaction  is  not 
significant  to  the  results  of  operations  or  financial  position  of 
the  company. 


1.  The  nature  of  the  liabilities. 

2.  Their  maturity  dates. 

3.  Interest  rates,  both  the  effective  and  stated. 

4.  Call  provisions. 

5.  Conversion  privileges. 

6.  Restrictive  covenants  (i.e.,  sinking  fund 
requirement,  restrictions  on  retained 
earnings,  etc.). 

7.  Assets  pledged  as  collateral.  The  assets 
are  shown  in  the  asset  section  of  the  balance 
sheet . 

8.  Amounts  due  to  related  parties  including 
officers,  directors,  and  employees  and  the 
terms  of  the  settlement. 

9.  Disclosure  of  notes  or  bonds  issued  subsequent 
to  the  balance  sheet  date. 

10.  Amounts  of  unused  letters  of  credit. 

The  required  disclosures  in  the  notes  are  illustrated  in 
exhibit  5-5. 


Extinguishment  of  Debt 

Additional  disclosures  are  required  whenever 
debt  is  extinguished  and  presented  on  the  income  statement 
as  an  extraordinary  item.  Not  all  extinguishment  of  debt  is 
classified  as  an  extraordinary  item.  APB  Opinion  30,  par.  24 
provides  the  criteria  for  determining  if  an  extinguishment  of 
debt  is  material  as  to  be  considered  an  extraordinary  item. 
In  the  event  that  an  extinguishment  of  debt  is  classified  as 
an  extraordinary  item,  .he  disclosures  listed  below  would 
apply.  These  disclosures  may  be  presented  on  the  face  of  the 


Exh.  5-5.  Disclosure  of  iong-terin  debt  in  the 
notes  to  the  financial  statements.  (Abbot  Laboratories, 
Annual  Report  1982,  p.  29.) 


Notes  Long-Ttm  Debt  (doUaninihoiMaiidt) 

Following  is  a  summary  of  Long-Term  Debt,  net  of  current 
maturities,  at  December  31: 


9.20%  tinkini  fund  dcbenluics  (a) 


7%%  siakiae  fuad  debealum  (b) 


siakiag  luad  debeaiures  (c) 


laduairial  Rweaue  bonds,  ai 
various  rates  of  iaieresi. 
averaciag  1. 2%.  and  due  at 
various  dates  throuih  2012 


Other,  principally  term 
borrowings  by  foreign 
subsidiaries  guaranteed  by  the 
parent  company,  at  various 
rates  of  interest,  averaging 
10.5%.  and  due  at  various  dates 
through  2006 


S  S9.S39 


S  t9.539 


.60S 


S  S9.S39 


SI90.937  S208.79S  SI9I.2S0 


(a)  Due  1999.  subject  to  annual  sinking  fund  payments  beginning  in  1984  of  not  less 
than  S6.250  nor  more  than  SI2.500  principal  amount  of  debentures. 

(b)  Due  1996.  subject  to  annual  sinking  fund  payments  of  not  leu  than  S3.000  nor 
more  than  S6.000  principal  amount  of  debentures. 

(c)  Due  1993.  subject  to  annual  sinking  fund  payments  of  not  less  than  SI  .250  nor 
more  than  S2.500  principal  amount  of  debentures. 

Payments  required  on  long-term  debt  outstanding  at  December  3 1 , 
1982  are  SI8,697  in  1984,  S7.7S3  in  1985,  $10,174  in  1986,  and 
S8.68S  in  1987. 


income  statement  or  provided  in  the  notes  to  the  financial 
statements.  If  disclosed  in  a  note  then  they  should  be 
contained  within  one  note;  otherwise,  sufficient 
cross-referencing  between  notes  must  be  provided. 

1.  A  description  of  the  extinguishment 
transaction,  including  the  sources  of  the 
funds  used,  if  practicable. 

2.  Income  tax  effects  of  the  transaction  during 
the  period. 

3.  Per  share  amounts  of  the  aggregate  gain  or 
loss,  net  of  tax.^®^ 

Earnings  Per  Share 

Disclosure  of  the  related  earnings  per  share 
amounts  of  income  from  continuing  operations,  income  before 
extraordinary  items,  cumulative  effect  of  accounting  change, 
and  net  income  must  be  presented  on  the  face  of  the  financial 
statement.  Any  other  per  share  amounts  may  be  disclosed  in 
the  notes.  These  include  operating  results  of  discontinued 
operations  and  gain  or  loss  on  disposal  of  a  business 

segment.  A  schedule  or  the  note  to  the  financial  statements 
concerning  earnings  per  share  amounts  must  contain 

information  to  explain  certain  aspects  of  those  amounts. 

These  include: 

1.  An  identification  of  any  common  stock 

equivalents  and  of  securities  used  in 
computing  earnings  per  common  share  under  the 
assumption  of  full  dilution. 

The  basis  for  computing  earnings  per  share 
amounts  including  a  description  of  the 
assumptions  and  any  resulting  adjustments 
made. 


2. 


3 .  The  number  of  shares  Issued  or  assumed  on 

conversion  for  the  most  recent  year  as  well  as 
during  a  subsequent  Interim  period  If 
presented. 

All  computation  and  reconciliations  necessary  to  achieve 
full  disclosure  must  also  be  disclosed.  In  addition, 
supplementary  data  Is  required  In  the  event  of  certain 
transactions.  An  example  Is  a  conversion  after  the  end 
of  the  year  but  before  completion  of  the  financial  statements 
that  would  have  affected  primary  earnings  per  share  If  It  had 
occurred  at  the  beginning  of  the  year.  Supplemental 
disclosure  must  be  made  of  what  primary  earnings  per  share 
would  have  been  If  the  conversion  had  taken  place  at  the 
beginning  of  the  year.^°5 


Acquisitions 

The  disclosures  for  consolidated  financial 
statements  were  provided  in  the  chapter  on  general 
disclosures.  However  in  the  first  year  that  a  business 
combination  occurs,  when  one  enterprise  acquires  another, 
specific  disclosures  are  required  in  the  notes  to  the 
financial  statements  of  the  acquiring  enterprise  if  the 
acquisition  is  accomplished  by  the  purchase  method.  The 
notes  must  contain  the  name  plus  a  brief  description  of 
the  acquired  enterprise.  The  fact  that  the  enterprise 
was  acquired  by  the  purchase  method  must  be  stated  as 
well  as  the  following  items: 


1.  The  period  for  which  the  results  of  operations 
of  the  acquired  enterprise  are  Included  in  the 
Income  statement  of  the  acquiring  enterprise. 

2.  The  cost  of  the  acquired  enterprise  and,  if 
applicable,  the  number  of  shares  of  stock 
issued  or  Issuable  and  the  amount  assigned  to 
the  Issued  and  Issuable  shares. 

3.  A  description  of  the  plan  for  amortization  of 
acquired  goodwill  and  the  amortization  method, 
and  period. 

4.  Contingent  payments,  options  or  commitments 
specified  in  the  acquisition  agreement  and 
their  proposed  accounting  treatment. 

Supplemental  Information  is  also  presented  on  a 
pro  forma  basis  in  the  notes  including  the  results  of 
operations  as  if  the  acquisition  had  occurred  at  the 
beginning  of  the  current  year.  If  comparative  financial 
statements  are  used  then  the  results  of  operations  for 
the  prior  year  are  disclosed  as  if  the  acquisition  had 
occurred  at  the  beginning  of  that  year.  At  a  minimum  the 
pro  forma  information  will  include  revenue,  income  before 
extraordinary  items,  net  Income,  and  earnings  per  share. 
Exhibit  5-6  presents  an  example  of  this  type  of  note  to  the 
financial  statements. 


Exh.  5-6.  Disclosure  of  an  acquisition  in  the 
notes  to  the  financial  statements.  iThe  Coca-Cola  Company 
Annual  Report  1983,  p.  43.) 


11.  Acquiaittons.  In  1963.  the  Company  purchased 
various  bottling  operations.  The  operating  results  for 
these  companies  have  been  Included  In  the  consoli¬ 
dated  statement  of  Income  from  the  dates  of  acquisi¬ 
tion  and  did  not  have  a  significant  effect  on  operating 
results  for  1983. 

In  June  1982.  the  Company  acquired  all  of  the  out¬ 
standing  capital  stock  of  Columbia  Pictures  Industries 
lix;.  rC^umbla”)  in  a  purchase  transaction.  The  pur¬ 
chase  price,  consisting  of  cash  and  common  stock  of  the 
Company,  was  valued  at  approximately  S692  million. 
The  values  assigned  to  assets  acquired  and  liabilities 
assumed  ate  bued  on  studies  conducted  to  determine 
their  fair  values.  The  excess  cost  over  net  fair  value  is 
being  ariKirtized  over  forty  years  using  the  straight- 
line  method. 

The  pro  forma  consolidated  results  of  continuing 
operations  of  the  Company,  as  if  Columbia  had  been 
acquired  as  of  January  1. 1981.  are  as  follows  (in  mil¬ 
lions.  except  per  share  data): 

Yfear  Ertded  December  3 1 . 


1982 

1981 

Net  operating 

•6.434 

revenues 

•6.374 

Income  from  continu- 

mg  operations 

Income  from  continu- 

469 

449 

ing  operations 
per  share 

3.60 

3.31 

The  pro  forma  results  Include  adjustments  to  reflect 
interest  expense  on  8333  million  of  the  purchase  price 
assumed  to  be  financed  with  debt  bearing  Interest  at 
an  annual  rate  of  11%.  the  amortization  ^  the  unallo¬ 
cated  excess  cost  over  net  assets  of  Columbia,  the 
income  tax  effects  of  pro  forma  adjustments  and  the 
iasuatKe  of  12.2  million  shares  of  the  Company's  com¬ 
mon  stock. 

The  pro  forma  results  for  the  twelve  months  ended 
December  31.  1981.  have  been  further  adjusted  to 
reflect  Columbia's  repurchase  In  February  1981  of  2.4 
million  shares  of  Columbia  common  stock  from  certain 
shareholders  as  if  such  repurchase  had  been  consum¬ 
mated  as  of  January  1.  IMl.  Accordingly,  interest 
expense  has  been  increased  for  amounts  necessary 
to  fund  the  cash  portion  of  the  purchase  price,  leg^ 
expenses  incurred  In  litigation  with  such  shareholdets 
hm  been  eliminated  and  Income  taxes  have  been 
adjusted. 

In  June  1982.  the  Company  purchased  Associated 
Coca-Cola  Bottling  Co..  Inc.  ("Associated")  at  a  coat  of 
approximately  8419  million.  Associated  was  acquired 
with  the  Intent  of  selling  all  properties  to  other  pur¬ 
chasers  as  part  of  the  Company's  strategy  to  assist  in 
restructuring  its  bottler  system.  Accordingly,  the  acqui¬ 
sition  was  accounted  for  as  a  temporary  investment 
under  the  cost  method  of  accounting.  Approximately 
70%  of  Associated's  operating  assets  were  sold  in  1982 
and  the  remainder  were  sold  in  1983  for  amounts  equal 
to  the  Company's  costa.  A  substantial  ponton  of  such 
assets  were  sold  for  8245  million  to  a  corporation  owned 
principally  by  a  former  director  of  the  Company. 

In  S^tember  1982.  the  Company  purchased  for 
cash  Ronco  Foods  Company,  a  manufacturer  and  dis¬ 
tributor  of  pasta  products  This  transaction  had  no  sig¬ 
nificant  effect  on  the  Company's  operating  results 


CHAPTER  VI 


AUDIT  REPORTS 

Audit  reports  are  not  part  of  the  enterprise '  s 
financial  statements  but  rather  are  an  opinion  expressed 
regarding  the  financial  statements.  The  preparer  of 
financial  statements  follows  the  pronouncements  of  GAAP 
the  auditor  follows  GAAS.  Audit  reports  are  Included 
here  because  the  type  of  opinion  that  is  expressed  about 
an  enterprise's  financial  statements,  favorable  or  otherwise, 
depends  quite  heavily  on  the  enterprise's  compliance  with  the 
presentation  and  disclosure  issues  such  as  those  that  have 
been  covered  in  the  prior  chapters.  The  APB,  FASB,  and  SEC 
have  over  the  years  established  requirements  for  disclosure 
and  presentation  in  financial  statements  in  order  to  ensure 
that  those  statements  can  be  understood  by  the  layman  as  well 
as  the  seasoned  Investor.  The  audit  report  gauges  how  well 
an  individual  enterprise's  financial  statements  may  have 
achieved  that  goal  by  expressing  an  opinion  as  to  whether 
they  are  misleading  or  not. 

Unqualified  Opinion 

If  the  financial  statements  are  prepared  in 
full  accordance  with  the  requirements  of  GAAP,  consistently 
applied,  and  the  audit  is  performed  in  complete  compliance 
with  GAAS  then  the  auditor  will  render  an  opinion  that  the 


financial  statements  present  fairly  the  financial  position 
and  the  results  of  operations  and  the  changes  in  the 
financial  position  for  each  year  covered  by  the 
statements. 

Qualified  Opinion 

A  qualified  opinion  is  rendered  under  several 
circumstances : 

1.  VThenever  the  auditor  believes  that  there  is 
a  departure  from  GAAP  that  materially  affects 
the  financial  statements. 

2.  When  fair  presentation  is  not  possible  due 
to  the  lack  of  disclosure  of  essential 
information. 

3 .  When  there  has  been  a  material  change  in 
accounting  principle  or  the  method  of  its 
application  so  that  GAAP  has  not  been  applied 
consistently. 

In  addition,  if  in  performing  the  audit  the  auditor  finds 
a  "lack  of  sufficient  competent  evidential  matter"  or  the 
scope  of  the  audit  is  restricted  the  auditor  may  choose 
to  issue  a  qualified  opinion.  The  auditor  must  have 
determined  that  an  adverse  opinion  or  disclaimer  is  not 
appropriate . 


"Except  For" 

In  the  case  of  an  "except  for"  qualified  opinion 
the  audit  report  will  disclose  all  substantive  reasons  for 
this  type  of  opinion  being  rendered  in  a  separate  paragraph. 
This  is  called  the  explanation  paragraph  and  includes  the 
effects  of  the  reason  for  the  qualification  on  the  financial 


position,  results  of  operations,  and  changes  in  financial 
position,  if  they  can  be  determined  in  a  reasonable 
manner. The  opinion  paragraph  will  contain  the 
appropriate  qualifying  language  ("except  for")  and  refer  to 
the  explanation  paragraph.  Exhibit  6-1  contains  an  example 
of  this  type  of  audit  opinion. 

"Subject  To" 

A  "subject  to"  qualified  opinion  is  similar  in 
nature  to  "except  for"  qualified  opinion.  It  is  rendered 
when  an  unusual  uncertainty  exists  and  another  type  of 
opinion  would  not  be  appropriate.  The  explanatory  paragraph 
includes  the  effects  of  the  uncertainty  or  statement  that 
they  are  not  reasonably  determinable.  The  opinion  paragraph 
contains  the  words  "subject  to"  and  a  description  of  the 
uncertainty. An  example  of  a  "subject  to"  opinion  in 
shown  in  exhibit  6-2. 


Disclaimer  of  Opinion 

A  disclaimer  of  opinion  states  that  the  auditor 
does  not  express  an  opinion  on  the  financial  statements. 
This  type  of  audit  report  is  necessary  when  the  auditor 
is  not  independent  or  his  audit  was  not  sufficient  enough 
in  scope  for  him  to  render  an  opinion.  When  unusual 
uncertainties  exist  and  a  "subject  to"  qualified  opinion 
is  not  appropriate  then  a  disclaimer  of  opinion  will  be 
given.  Except  in  cases  of  lack  of  independence  the  opinion 


Exn.  6-1.  "Except  for"  qualified  opinion  with 
referenced  notes  from  the  notes  to  the  financial  statements. 
(The  Coca-Cola  Company,  Annual  Report  1983,  pp.  43-46.) 


Itoport  of  Indopondont  Accountants  The  Coca-Cola  Company  and  Subsidiaries 


Board  of  Directors  and  Shareholders 
The  Coca-Cola  Company 
Atlanta.  Georgia 

We  have  examined  the  consolidated  balance  sheets  of  The  Coca-Cola  Company  and  sub- 
sidiartesasofDecemberSl.  1983  and  1982.  and  the  related  consolidated  statements  of 
income,  shareholders'  equity  and  changes  In  financial  position  for  each  of  the  three  years 
in  the  period  ended  December  31.  1983.  Our  examinations  were  made  in  accordance  with 
generally  accepted  auditing  standards  and.  accordingly.  Included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly  the  consolidated 
financial  position  of  The  Coca-Cola  Company  and  subsidiaries  at  December  31. 1983  and 
1982.  and  the  consolidated  results  of  their  operations  and  changes  in  their  financial  posi¬ 
tion  for  erch  of  the  three  years  in  the  period  ended  December  31.  1983.  in  conformity  with 
generally  accepted  accounting  principles  consistently  applied  during  the  period  except  for 
the  change  in  1982.  with  which  we  concur,  in  the  method  of  accounting  for  foreign  cur¬ 
rency  translation  as  described  In  Note  10  to  the  consolidated  financial  statements 


Atlanta.  Georgia 
February  7.  1984 


10.  Fbreign  Operations  Currency  Ilanslation.  In 
1982.  the  Company  adopted  Statement  of  Financial 
Accounting  Standards  No.  52.  "Foreign  Currency 
‘nanslation"  (SFAS  52)  for  translating  the  financial 
statements  of  its  foreign  operations  An  equity  adjust¬ 
ment  (S11.7  million)  was  recorded  as  of  January  1. 
1982.  for  the  cumulatl'.’e  effect  of  SFAS  52  on  prior 
years  Net  exchange  gains  (gains  and  losses  on  foreign 
currency  transactions  and  translation  of  balanct  heet 
accounts  of  operations  in  hypcrinflatlonar.  economies) 
Included  In  Income  were  S9  million  for  1983  and  S27 
million  for  1982.  The  Impact  of  SFAS  52  on  1981  oper¬ 
ating  results  was  not  material  and  such  financial  state¬ 
ments  have  not  been  restated. 

Appropriate  United  States  and  foreign  Income  taxes 
have  been  provided  for  on  earnings  of  subsidiary  com¬ 
panies  which  are  expected  to  be  remitted  to  the  parent 
company  in  the  near  future.  Accumulated  unremitted 
earnings  of  foreign  subsidiaries  which  are  expected  to 
be  required  for  use  in  the  foreign  operations  were 
approximately  S56  million  at  December  31.  1983. 
exclusive  of  amounts  which  if  remitted  would  result 
in  little  or  no  tax. 
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Exh.  6-2.  "Subject  to"  qualified  opinion  with 
referenced  note  from  the  notes  to  the  financial  statements. 
(Mattel,  Inc.,  Annual  Report  to  Shareholders  for  the  year 
ended  January  28,  1984,  pp.  47-56.) 


Report  of  Indcp«ndeot  Accoantants 


To  the  Board  of  Direeton  and 
Shareholders  of  Mattel,  Inc 

Wt  have  examined  the  consolidated  balance  sheets  of  Mattel,  Inc  and  ia 
subsidiaries  as  of  January  iS,  19S4  and  January  29,  t^Sj.  and  the 
related  consolidated  statements  of  operatioru,  shareholders'  equity  (deficit) 
and  of  changes  in  financial  position  for  each  of  the  three  years  in  the 
period  ended  January  28,  1984^  Our  examinations  were  made  in  accor- 
dance  with  generally  accepted  auditing  standards  and  accordingly  in- 
clstded  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

The  accompatrying  consolidated financial  statements  show  that  during 
the  year  ended  January  28,  1984  the  Comparty  incurred  a  net  loss  of 
SS94t06s,ocx>  and,  at  January  2$,  1984,  had  a  shareholders’ deficit  of 
$116,148,000.  At  January  28,  1984  the  Comparty  had  notes  payable 
to  its  domestic  banks  of  $349*000,000  that  were  converted  to  a  term 
loan  in  March  1984  ufhich  it  due  February  2, 198$.  As  described  m 
Nom  3,  the  Company  believes  its  existing  financial  resources  are  adequate 
to  fittance  its  continuing  operations  during  Fiscal  1983.  It  is  not 
presently  determinable,  however,  as  to  whether  the  Company  will  be  able 
to  effect  a  refinancing  plan  prior  to  February  2,  1983  that  will  enable  it 
to  repay  the  balance  of  the  term  loan  and  provide  the  seasonal  financing 
that  is  required for  the  future  continuing  operations  of  the  Company 
thereafter.  The  financial  statements  do  not  include  any  adjustments  relat¬ 
ing  to  the  recovembility  and  classification  of  recorded  asset  amounts  or  the 
amounts  and  classification  of  liabilities  that  might  be  necessary  should 
the  Company  be  unable  to  secure  sufficient  financing  for  the  continuing 
operations. 

In  our  opinion,  sul^t  to  the  effecu  on  the  Fiscal  1984  fimncial  state¬ 
ments  of  such  adjustments,  if any,  as  might  have  been  required  had  the 
outcome  of  the  uncertainty  referred  to  in  the  preceding  paragraph  been 
known,  the  financial  statemenu  eseamined  by  us  present  Jairly  the  finan¬ 
cial  position  of  Mattel,  Inc  and  its  subsidiaries  at  January  28,  1984  ond 
January  29,  1983,  and  the  results  of  their  operations  end  the  changes  in 
their  financial  position  fo*  each  of  the  thee  years  in  the  period  ended 
January  28,  1984,  in  conftrmity  with  genemlly  accepted  accounting 
principles  consistently  applied,  except  for  the  change,  with  which  we  con¬ 
cur,  in  the  method  of accounting  fir  foreign  currency  translation  as 
described  in  Note  t. 


Las  Angela,  California 
March  14,  1984 


Term  Loon— Domestic  seasonal  borrowings  have  biscohcally 
been  repaid  by  the  end  of  the  fiscal  year.  Full  repayment  was 
not.  however,  possible  at  the  end  of  fiscal  19S4  due  to  the  sig- 
nificaot  losses  incurred  by  discontinued  operations.  At  year* 
end.  the  Gsmpany  and  its  domestic  banks  were  negotiating 
terms  for  an  acceptable  loan  agreement.  In  March.  19^4*  the 
Company  entered  into  an  agreement  with  its  domestic  banks 
which  converted  S349>0  million  of  outstanding  notes  payable 
to  a  term  loan  due  February  2. 19I5.  The  term  loan  is  coUater* 
alixed  by  a  pledge  of  the  Company's  primary  assets,  including 
accounts  receivable,  inventory,  equipment  and  tangible  and  in* 
tangible  properties.  The  term  loan  agreement  also  prohibits 
the  Company  from  paying  preferred  and  common  dividends. 
The  agreement  does  not  provide  for  any  additional  domestic 
borrowings.  The  agreement  requires  weekly  repayment  begin* 
ning  November  15,  i9S4  from  available  domestic  cash  in 
excess  of  sao.o  million,  which  will  not  tep^  the  entire 
amount  of  the  term  loan  prior  to  its  due  date:  A  significant 
balance  of  the  term  loan  will  remain  unpaid  at  February  2. 
1985.  The  loan  requires  payment  of  interest  at  the  prime  rate 
plus  1%  and  requires  that  the  Company  meet  ceruin  financial 
covenant  tests  with  respect  to  liquid  asset  balances,  bookings 
and  ash  disbursements. 

Under  the  terms  of  the  loan  agreement,  the  Company  will 
retain  ail  ecisting  cash  plus  the  proceeds  from  the  sale  of  dis¬ 
continued  operations  (see  Note  2).  the  amounts  expected  to  be 
collected  from  refundable  income  taxes  and  the  termination  of 
the  pension  pbn.  and  the  amounts  expeaed  from  the  sales  of 
certain  other  assets  for  use  in  its  operations.  The  agreement 
prohibits  any  additional  domestic  borrowings. 

The  Company  has  historically  required  substantial  seasonal 
finaociDg,  due  to  the  seasonal  characteristics  of  its  business. 
The  Company’s  current  operating  strategies  in  combination 
with  the  cash  currently  available  and  to  become  available  are 
expected  to  provide  sufficient  financial  resources  for  the  Com¬ 
pany's  operations  through  the  fiscal  year  ending  February  2. 
I9«5 

The  term  loan  agreement  also  commits  the  Company  to 
diligently  pursue  a  plan  to  restructure  the  Company’s  apitali* 
zation  prior  to  February  2.  1985,  which  is  essential  to  enable 
the  Company  to  repay  the  balance  of  the  term  loan  which  will 
be  unpaid  at  February  2.  1985  and  to  arrange  subsequent  sea¬ 
sonal  financing  required  for  the  continuing  operations. 
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will  include  a  separate  paragraph  providing  all  the 
substantive  reasons  for  the  opinion  and  any  reservations  that 
the  auditor  had  regarding  fair  presentation  in  conformity 
with  GAAP  applied  on  a  consistent  basis. ^^2  ^he  disclaimer 
of  opinion  is  illustrated  in  exhibit  6-3. 

Adverse  Opinion 

An  adverse  opinion  states  that  the  financial 
statements  do  not  present  fairly  the  financial  position, 
results  of  operations,  or  changes  in  financial  position 
in  conformity  with  GAAP  consistently  applied. The 
reasons  for  an  adverse  opinion  are  the  same  as  those  for 
an  "except  for”  qualified  opinion  but  by  their  nature  a 
qualified  opinion  is  not  appropriate.  An  adverse  opinion 
contains  a  separate  paragraph  with  the  reasons  why  the 
adverse  opinion  is  being  expressed;  the  effect  of  the 
reason (s)  on  financial  position,  results  of  operations, 
and  changes  in  financial  position;  and  any  other  reservations 
about  fair  presentation  of  GAAP  that  the  auditor  has.  The 
opinion  paragraph  must  refer  directly  to  the  explanation 
paragraph. 


iJub 


Exh.  6-3.  Disclaimer  of  opinion.  (Revere  Copper  & 
Brass,  Inc.,  Form  10-K  for  the  fiscal  year  enaed  December  31, 
1983,  pp.  28-29.) 


Coopers 
&Lybrand 

REPORT  OP  INDEPENDENT  CERTIPIED  PUBLIC  ACCOUNTANTS 


To  the  Board  oC  Directors  of 
Revere  Copper  and  Brass  Incorporated: 

We  have  examined  the  consolidated  financial  statements 
and  financial  statement  schedules  of  Revere  Copper  and  Brass 
Incorporated  and  Subsidiaries  as  listed  in  the  accompanying  index. 
Our  examinations  were  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  con¬ 
sidered  necessary  in  the  circumstances. 

As  described  in  Note  A,  on  October  27,  1982,  the  Company 
filed  a  petition  for  reorganization  under  Chapter  11  of  the  United 
States  Bankruptcy  Code.  The  Company  has  been  authorized  under  the 
Bankruptcy  Code  to  operate  its  businesses  and  manage  its  proper¬ 
ties  as  debtors-in-possesslon  until  further  order  of  the  Court. 

The  accompanying  financial  statements  have  been  prepared 
on  a  going-concern  basis  which  contemplates  the  realization  of 
assets  and  the  liquidation  of  liabilities  in  the  ordinary  course 
of  business.  The  appropriateness  of  using  the  going-concern  basis 
is  dependent  upon,  among  other  things,  confirmation  of  a  plan  of 
reorganization,  future  profitable  operations  and  the  ability  to 
generate  sufficient  cash  from  operations  and  financing  sources  to 
meet  obligations.  As  a  result  of  the  reorganization  proceedings, 
the  Company  may  be  required  to  further  curtail  operations  and/or 
sell  assets  or  liquidate  liabilities  for  amounts  lower  than  those 
reflected  in  the  financial  statements  referred  to  above.  In 
addition,  a  substantial  number  of  proofs  of  claim  have  been  filed 
with  the  Bankruptcy  Court,  including  those  resulting  from  the 
Company’s  rejection  or  breach  of  certain  executory  contracts,  and 
others  may  still  be  filed.  The  Company  has,  as  yet,  not  deter¬ 
mined  the  validity  of  such  claims.  The  ultimate  outcome  of  the 
foregoing  cannot  presently  be  determined. 

Also,  as  discussed  in  Notes  B(l)  and  B(3),  the  Company 
is  involved  in  litigation  and  contractual  negotiations,  the  ulti¬ 
mate  outcome  of  which  cannot  presently  be  determined. 

Our  report  on  the  1982  consolidated  financial  statements 
made  reference  to  a  petition  filed  by  an  electric  power  supplier 
seeking  to  prohibit  the  District  Court  and  the  Bankruptcy  Court 
from  exercising  any  jurisdiction  in  respect  of  the  Company's 
Chapter  II  case.  During  1983,  the  petition  was  withdrawn  and, 
accordingly,  reference  to  this  matter  in  our  present  report  on  the 
1982  consolidated  financial  statements,  as  presented  herein,  has 
not  been  made. 
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Exh.  6-3.  Continued. 


Board  of  Olroctora  o{ 

Kovoro  Coppoc  and  Braaa  Zneorporatad  -  2 


■ffactlva  January  19B3«  tha  Coapany  aada  a  ehanga, 
with  which  wa  eoneur«  in  tha  aathod  of  valuing  cartain  Invantociaa 
as  discusaad  in  Nota  B  to  tha  consolidatad  financial  stataaants. 

Bacauaa  of  tha  aatarlallty  of  tha  aattars  rafarcad  to  in 
tha  third  and  fourth  paragraphs,  wa  ara  unabla  to,  and  do  not, 
aspraas  an  opinion  on  tha  consolidatad  financial  stataaants  and 
financial  stataaant  schadulas  of  Ravara  Coppar  and  Brass  Xncor- 
poratad  and  Subsidiariaa  as  of  Dacaabar  31,  1983  and  1982  and  for 
tha  yaara  than  andad. 

In  our  opinion,  tha  financial  stataaants  rafarrad  to 
abova  prasant  fairly  tha  consolidatad  rasults  of  tha  oparations 
and  changas  in  tha  financial  position  of  Ravara  Coppar  and  Brass 
Incorporatad  and  Subsidiariaa  for  tha  yaar  andad  Oacaabar  31, 

1981,  and  tha  1981  financial  stataiiant  schadulas  rafarrad  to 
abova,  whan  conaidarad  in  ralation  to  tha  basic  financial  stata- 
mants  takan  as  a  whola,  prasant  fairly  tha  infonaation  raquirad  to 
ba  includad  tharain,  all  in  conforaity  with  ganarally  accaptad 
accounting  principlas  applied  on  a  basis  consistent  with  that  of 
tha  preceding  yaar. 

For  tha  reasons  stated  in  Nota  0,  tha  Conpany  has 
oaittad  tha  changing  prices  infonsation  which  tha  Financial 
Accounting  Standards  Board  has  datansinad  need  not  ba  a  part  of 
but  should  supplaaant  tha  basic  financial  statanants. 


Naw  York,  New  York 
February  3,  1984. 


CHAPTER  VII 


SUMMARY 

This  professional  report  has  covered  some  of 
the  disclosure  and  presentation  issues  associated  with 
financial  statements.  Disclosure  and  presentation  issues 
associated  with  financial  statements  are  numerous  and 
diverse  in  nature.  A  cross  section  of  the  many  types  of 
disclosures  and  presentations  has  been  provided  in  Chapters 
II  through  V. 

The  general  disclosures  which  apply  to  all  pviblicly 
held  enterprises  Include  some  common  events  such  as 
consolidation.  Disclosure  of  consolidation  is  made  in 
the  headings  to  the  financial  statements  and  in  the  notes 
to  the  financial  statements.  General  disclosures  also 
include  some  less  common  events  or  transactions  such  as 
unusual  items.  The  presentation  of  unusual  items  is  made 
as  a  separate  line  item  of  income  from  continuing  operations. 
Disclosure  is  made  in  the  notes  to  the  financial  statements. 

The  extended  scope  disclosures  apply  to  publicly 
held  enterprises  of  specific  size  or  scope  of  operations. 
The  two  extended  scope  disclosures  presented  represent 
very  common  disclosures  among  the  larger  enterprises. 
The  requirements  for  reporting  the  effects  of  changing 
prices  in  financial  reports  apply  only  to  enterprises 
with  at  least  a  certain  size  of  operations.  Enterprises 
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which  pass  the  size  test  must  supply  additional  Information 
on  a  current  cost  basis.  In  business  segment  reporting  the 
material  segments  of  the  business  are  determined.  Reporting 
is  accomplished  by  different  industries,  foreign  operations 
and  export  sales,  and  major  customer. 

The  specialized  industry  disclosures  apply  to 
enterprises  operating  in  specific  industries.  There  are 
many  industries  that  require  specialized  disclosures. 
The  industries  presented  in  this  report  are  fairly  typical 
of  those  required  to  make  this  type  of  disclosure.  For 
instance  mining  industries  are  required  to  provide  additional 
information  about  their  mineral  reserves  other  than  oil  and 
gas. 

The  notes  to  the  financial  statements  are  basically 
the  same  from  enterprise  to  enterprise.  The  actual  notes 
presented  depend  on  the  events  or  transactions  that  occurred 
for  any  one  enterprise.  The  notes  discussed  in  Chapter  V  are 
fairly  typical  of  all  enterprises.  All  enterprises  must 
disclose  their  accounting  policies.  This  may  be  done  as  the 
first  note  within  the  notes  to  the  financial  statements  or  as 
a  separate  note  preceding  them  entitled  "Summary  of 
Significant  Accounting  Policies."  Other  notes  such  as 
accounting  changes  or  subsequent  events  are  not  as  common. 
These  require  disclosure  within  the  notes. 

The  various  audit  opinions  were  presented  to 
illustrate  the  effect  disclosure  and  presentation  have  on 


the  outcome  of  an  audit.  If  disclosure  and  presentation 
is  performed  properly  and  completely  an  unqualified  opinion 
should  be  rendered.  Insufficient  or  improper  disclosure 
and/or  presentation  can  result  in  a  qualified  opinion  (either 
'•except  for"  or  "subject  to"),  a  disclaimer  of  opinion,  or  an 
adverse  opinion. 

The  disclosure  and  presentation  issues  covered 
in  this  professional  report  were  chosen  to  acquaint  the 
beginning  accounting  student  with  the  variety  of  disclosure 
and  presentation  requirements.  Emphasis  was  placed  on  the 
disclosures  and  presentations  not  commonly  covered  in  the 
typical  first  year  accounting  textbook.  The  exhibits 
containing  excerpts  from  actual  financial  statements  were 
provided  to  present  a  clearer  picture  of  the  proper 
presentation  and  disclosure  of  these  transactions  or  events. 
As  such  this  professional  report  should  be  useful  as  a 
supplement  to  the  typical  textual  materials  available  for 
introducing  students  to  financial  accounting  principles. 
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